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ERNST FREUND (1864-1932)—JURIST AND 
SOCIAL SCIENTIST 


HE untimely death of Professor Ernst Freund on Octo- 

ber 20, 1932, has deprived American legal scholarship of 

a creative thinker and profound scholar. It is a loss in 

which all who are interested in the progress of thought and the 
study of human institutions must share, particularly social scien- 
tists, with whom he shared so many interests and whose achieve- 
ments he so greatly valued and admired. It is matter of common 
knowledge that he began his academic career in the field of politi- 
cal science, and that he served as a member of the faculty of that 
department during his earlier years in the University of Chicago. 
This early background, together with his German university 
training, left unmistakable imprints upon his intellectual interests 
and attitudes after he became a member of the original faculty of 
the Law School. Courses that he gave in technical law subjects 
such as “Real Property” and “Wills” were invariably of very high 
quality, but it is clear that his interests from the beginning re- 
mained focused on those sectors and aspects of the law which were 
in close contact with political science, economics, and sociology. 
Here he undoubtedly made his most permanent contributions. 
One hears much today in the law schools of functional approach 
to law, realistic jurisprudence, and a closer relation, if not indeed 
an integration, of law and the social sciences. Certainly the last 
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twenty-five years have seen a very great shift in point of view. 
It is easy to underestimate the part which Professor Freund played 
in this. He was disqualified by temperament and innate modesty 
to play the part of a noisy proponent shouting from the housetops 
a new gospel. His was the less showy, but not the less certain and 
effective, influence of the stimulating teacher firing generations of 
students with a new spirit, the productive and creative scholar, 
the efficient and public-spirited member of constitutional conven- 
tions, legislative-drafting committees, and social welfare groups. 

Professor Freund was not the sort of man who could be accurate- 
ly classified by a label. Conservative by temperament, he was a 
vigorous and powerful supporter of some of the most forward- 
looking legislative measures of his day. While he had much in 
common with those persons in the field of legal education who de- 
scribe themselves as functionalists and realistic jurists and was 
ever conscious of the dangers of a barren conceptualism, he was 
at the same time far from sharing with the realists that extreme 
distrust of general principles which has tended to drive some of 
them to a view of law so highly particularistic that it verges upon 
a chaotic atomism. Although law meant for him something more 
than a fascinating intellectual exercise or a perfect creation of 
scholastic logic, he was still far from regarding it as in essence a 
mere study of judicial behaviorism. One who knew and admired 
as he did the Continental codes naturally attached high value and 
importance to general principles. He agreed with the functional- 
ists in their-insistence that law is in its essence an instrument of 
social control, evolved to serve human beings organized in an 
ever changing society. He was firm in his belief that the basic 
principles and assumptions of the law must rest upon a solid 
foundation of fact in order to be of real social utility. 

In his productive scholarship and in his teaching he never lost 
sight of the social, political, and economic setting and implications 
of law. An instance of this may be found in his early and classic 
treatise on the Police Power, wherein he asserted that a detailed 
study of decisions and statutes involving that great power would 
reveal it, “not as a fixed quantity, but as the expression of social, 
economic and political conditions. As long as these conditions 
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vary, the police power must continue to be elastic, i.e., capable of 
development.” Despite occasional judicial aberrations and sterile 
applications of the Fourteenth Amendment and similar constitu- 
tional guaranties by the courts, subsequent developments have 
tended to confirm this prophetic point of view. 

The work on Police Power had a strongly constitutional flavor 
but the interests of its author soon veered away from a study of 
substantive limitations upon the exercise of legislative power. 
The emphasis in all his later work both in the field of legislation 
and that of administrative law was upon the many difficult prob- 
lems involved in the exercise of powers which the legislature or the 
administrative authority are assumed to possess. Professor 
Freund never depreciated the importance of the common law, 
but he could not have become the legal pioneer that he was had he 
followed the lead of other great scholars and concentrated the 
powers of his clear and vigorous mind upon the judicial process. 
He came upon the scene to find that the processes of legislation 
had been and were receiving relatively little attention from legal 
scholars and in the curricula of law schools, despite the fact that 
many vital changes in law were taking place by reason of the ac- 
tivities of the legislative arm. While the history of the common 
law challenges the assertion that it does not adapt itself to chang- 
ing social needs, such changes are necessarily slow because of con- 
ditions and limitations inherent in the judicial process. Among 
those which have been pointed out from time to time are the nat- 
ural conservatism of judges, the real social interest in the principle 
of certainty expressed by the maxim of stare decisis which would 
be jeopardized by a frankly experimental use of the judicial proc- 
ess, and the fact that traditional legal procedure does not readily 
lend itself to a reliable determination of the character and extent 
of social changes which may demand the discard or modification 
of established rules. 

The defects of the common law are not so much in the quality 
of its logic as in the fact that the premises and assumptions upon 
which it acts are sometimes based upon the realities and the needs 
of the generation which is passing out rather than upon those of 
the present. The fact that judge-made law is necessarily retro- 
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active, while legislative changes need not be, would of itself suf- 
fice to establish the definite superiority of the legislative over the 
judicial process in the rapid effectuation of changes in legal atti- 
tudes and institutions. In the Preface to his last work, “‘Legisla- 
tive Regulation,” Professor Freund adverts to another important 
difference, when he says: “But legislation as such also challenges 
attention and study where it transforms freedom which is subject 
to necessary law, into freedom directed by rules of law which are 
adventitious and not absolutely necessary. Since this is the prac- 
tically exclusive product of legislation, we may expect to find it 
controlled by conditions and limitations inherent in the legislative 
process.”’ This is a timely warning that the legislative process has 
its limitations and conditions, just as real as though different from 
those encountered in the judicial process. In the clear light which 
his work has thrown upon the nature of these inherent conditions 
and limitations, and in the fact that, due in no small measure to 
the prestige of his example, an increasing number of high-grade 
law schools have made the systematic study of the science and 
art of legislation a regular feature of their curricula, he has ren- 
dered a service to social scientists and to bench and bar the value 
of which it would be difficult to overestimate. 

His contributions to the development of a science of legislative 
draftsmanship in this country are of the first order. His hand- 
book of rules for drafting uniform statutes may well be a guide for 
every legislative draftsman. But he did not stop with insistence 
upon due observance of niceties of legislative form and style. Nor 
was it enough that legislative precedents and rules of statutory 
interpretation established by judicial decision should be taken 
into proper account, disastrous as ignorance or disregard of these 
too often has been. Equally essential was it that proposed legisla- 
tion should be based upon sound principles and conform to social 
needs, the existence and extent of which were clearly demonstra- 
ble. Co-ordination of legal processes and social science at this 
point was in his view highly essential. Tax and revenue legisla- 
tion could not safely be separated from public finance, for instance, 
nor administrative legislation from public administration. Statis- 
tical and other data, the product of social science research, had to 
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be made the basis of action, so far as possible, if legislation was to 
be sound. In his courses he continually emphasized this point of 
view. He was even wont to assert that such a technical property 
course as “‘Future Interests” might profitably be approached from 
the fiscal angle. 

But if he thus frankly recognized the dependence of certain 
legal processes upon the social sciences, he was apt to assert 
with equal vigor that the dependence is correlative. The law is 
the mechanism through which many needed social adaptations 
must be made. If these changes are to be certain in direction and 
and rapid in point of time, the legislative process must be chiefly 
relied upon. The legislative technique is a peculiarly difficult one, 
full of pitfalls and involving, to a high degree, matters of judgment 
and expediency. Without mastery of this technique, much of the 
product of social science research remains largely barren of utili- 
tarian results. He recognized, of course, that the framing of leg- 
islation sound in form and in substance and the practical processes 
of securing its enactment by ignorant or inert legislatures—the 
field of the political scientist—bear a close relation to each other. 

Professor Freund’s work in the drafting of uniform laws, relat- 
ing to such subjects as marriage and divorce, rights of illegitimate 
children, guardianship, child labor, labor conditions, and narcot- 
ics, together with his success in securing the enactment of many 
of them into law by various legislative bodies, serves to indicate 
the thoroughness of his mastery of the entire field. His work as a 
legislative draftsman shows that he practiced the principles which 
he preached. That the statutes he drafted happened to fall for 
the most part in the field of social legislation was due to his deep- 
seated passion for social justice and betterment. Yet he never 
permitted his emotional attitudes to cloud his practical judgment 
or distort the objectivity of his attitude toward his task. Scien- 
tifically drafted as are these statutes from the point of view of 
form and style, they are grounded upon a solid basis of fact, and 
show an accurate perception of how far it is feasible for legislation 
under given conditions to go. In the preparation of them, he 
worked in close co-operation with social workers and experts in 
the allied fields. This same well-rounded mastery of his subject was 
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displayed in his draftsmanship and defense in the Illinois Consti- 
tutional Convention of 1919-20 of those sections which would 
have given to Chicago real autonomy in local affairs. 

Of equal significance was his pioneer work in administrative 
law. Before the spadework done by Professor Goodnow and him- 
self, the very name was a comparative stranger to American legal 
thought and literature. Professor Freund pointed out in the In- 
troduction to the first edition of his Cases on Administrative Law 
how the phrase comprehends a host of topics, which in treatises 
and digests are as a rule divided between the law of public officers 
and the law of extraordinary legal remedies, but which may also 
be found under such disparate headings as municipal corpora- 
tions, taxation, highways, elections, intoxicating liquors, nui- 
sances, public health, public lands, etc. The unifying element is 
the exercise of administrative powers, chiefly powers of control, 
affecting private rights; and the term “administrative law,’’ he 
states, has recently gained acceptance “as the best designation 
for the system of legal principles which settle the conflicting 
claims of executive or administrative authority on the one side, 
and of individual or private right on the other.” This new case- 
book, published in 1911, had within a few years won a place for 
“Administrative Law” in the curricula of virtually all the leading 
law schools. A few years later the decision of the House of Lords 
in the famous Arlidge case aroused the bar of that country to a 
rather horrified realization of similar changes that had been quiet- 
ly taking place there. Unlike Professor Dicey and, more recently, 
Lord Hewart, Professor Freund wasted no time deploring the new 
development. Quite probably his acquaintance with the Droit 
Administratif of France and other Continental countries had pre- 
pared him for the inevitable development of the administrative 
function in this country. He foresaw that a breakdown of a gov- 
ernmental structure based upon a rigid doctrine of separation of 
powers was inescapable under the complex conditions with which 
our governments have had to deal. His chief concern from the 
beginning was that the nature of the changes which were taking 
place should be clearly understood; also that along with the 
growth of administrative powers there should be a concomitant 
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development of principles regulating their exercise and remedies 
adequate to control their arbitrary and abusive use in violation of 
private rights, contrary to the public interest. 

His treatise, Administrative Powers over Persons and Property, 
published in 1928, though it did not purport to be the compre- 
hensive and exhaustive work on administrative law which he was 
so eminently qualified to produce, does represent the most impor- 
tant effort that has been made to provide a classification and 
terminology adequate to reduce this new and amorphous subject 
to some kind of rational order. Whatever the final judgment as to 
the adequacy of this classification and terminology may be, there 
can be no doubt that it provides the basis and point of departure 
for future studies in the field. To the extent that administrative 
law was treated by him as law controlling administration rather 
than as law produced by the administration, it is confessedly 
somewhat incomplete, and in the Introduction to the second edi- 
tion of his casebook he utters a prophetic note as to the potential 
importance for future study of administrative practice as a source 


of law. 
ARTHUR H. KENT 
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THE EXPANSION OF BANK CREDIT. IT’ 


IV. The effect of central banking; the ratio of commercial bank credit to gold, 
152.—V. Observations on the member bank system co-efficients, 176.—VI. Sum- 
mary; conclusions, 186. 


IV. THE EFFECT OF CENTRAL BANKING; THE RATIO 
OF COMMERCIAL BANK CREDIT TO GOLD 

1. If there is no central banking system, and if the commercial 
banks are at liberty to keep their reserves in any one of several 
forms of cash or in bullion, no useful extension of the foregoing 
analysis is possible. The proportion of gold in commercial bank 
reserves will vary fortuitously, and no definite relationship will 
necessarily exist between the volume of bank credit and the size 
of the country’s gold holdings. Such was substantially the situa- 
tion in the United States before the passage of the Federal Re- 
serve Act. 

The same thing holds true, where all these conditions prevail, 
except that the commercial banks are allowed to hold part of 
their reserves in the form of balances with other banks. This 
latter practice usually results in the maintenance of a somewhat 
larger credit structure on the basis of given total cash reserves 
than is otherwise possible, but here too there is no necessary and 
definite maximum limiting proportion even between total com- 
mercial bank credit and total cash reserves, and still less between 
bank credit and gold. 

2. At the other logical extreme is the case where there is a 
central banking system, where the central bank is the sole source 
from which additional cash can be obtained for use in hand-to- 
hand circulation, and where all of the commercial banks are re- 
quired to keep their minimum reserves in the form of balances 
with this central institution or institutions. In such situations, 
the central institution usually has a minimum ratio which it does 
or must maintain between its gold reserves and its own notes, and 
often between its gold reserves and its other demand liabilities; 


458 See February, 1933, issue of this Journal for Part I of this article. 
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and the member banks usually have similar legal or customary 
minimum reserve ratios. Here the maximum limiting ratio be- 
tween total commercial bank credit and central bank gold hold- 
ings is substantially determinate. 

Between these two extreme cases a number of different inter- 
mediate situations may exist, however, depending on whether the 
central institution itself does or does not issue notes, on whether 
it does or does not hold the minimum reserve balances of the com- 
mercial banks, and on the general policy which it elects to follow 
at a particular time. Different maximum limiting ratios are 
operative for each type of situation. It is hence necessary to 
examine the various principal alternatives separately. In what 
follows, it will be recalled that the term }, proportion of loan 
proceeds required to be left on deposit, is now ignored and taken 
as zero, and that the term 4, therefore, becomes the ratio between 
cash in circulation and éo/al net bank deposits (see Part III, 
sec. 3). 

3. First, suppose that the central bank does not itself issue 
notes, so that the only demand liabilities against which it must 
keep gold reserves are deposits with it. Suppose, further, that the 
commercial banks are required to keep all of their minimum 
reserves in the form of balances with the central bank, and that 
these reserve balances are the only deposits which the central 
bank holds. Since the central bank does not issue notes, yet is by 
definition the sole source from which additional supplies of cash 
can be secured for hand-to-hand circulation, it follows that this 
“cash” must be gold itself. The case is hence not one found 
in modern societies, but it is nevertheless of great illustrative 
value. 

Let there be an initial expansion of the member banks’ own 
created deposits in an amount Z,. How much central bank gold, 
G, is tied up by this expansion? First, the expansion will entail a 
drain of cash into circulation. Since “cash” is here gold, then by 
analogy with equation (5) above, the cash drain, G,, is: 


h 


G.= Lai . (52) 
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This cash drain also reduces the member banks’ own deposits to 
correspond. The deposits remaining on their books are: 


L,* (:-=45) » OF, (53) 


"Th (54) 


The member banks’ own reserves (balances with the central 
bank), which are held against these remaining deposits, are: 


I 


re ee (55) 


L 


Now let R be the central bank’s own minimum gold reserve 
ratio against deposits with it. Then let the central bank gold 
reserve, which must be held against these remaining additional 
member bank reserve balances, be G;: 


Gy=Rer-Lye— = (56) 


+h 


The total central bank gold reserve G, which is required to 
support the initial member bank deposit expansion L,, is the sum 
of the amounts given in equations (52) and (56). Adding and 
simplifying, 

- an [A terR 
G=G6,4+G,=L, I+h ° (57) 


From this last equation we can establish the coefficient Z, which 
measures the maximum amount by which member bank deposits 
L, can be expanded, under the conditions here assumed, on the 


*%* The coefficient now to be developed, like the preceding ones, will show a 
value higher than the final ratio between remaining deposits and central bank gold 
reserves, because of this conversion of a part of the original created deposits into 
cash; but the ratio between the increase in member bank assets (with allowance for 
advance discounts) and central bank gold reserves will correspond to the coefficient 
value. 
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basis of central bank gold reserves G.”” The coefficient EZ is such 
that: 
L,=G-E. (58) 


Substituting from (57), we then have: 


I+h 


E=77 5K : (59) 


If we take the value of R as 0.35, with / as 0.09 and r as 0.10, as 
before, the value of the coefficient E is 8.72. That is, under these 
assumptions a surplus of gold reserves permits a maximum ex- 
pansion in member bank deposits of 8.72 times the amount of 
the surplus gold reserve itself. A given deficiency in central bank 
gold reserves, on the other hand, will compel a correspondingly 
multiplied contraction.” 

In the case where an expansion of member bank deposits has 
no appreciable effect on the quantity of cash in circulation, we 
can take A as zero. The value of the coefficient then rises to 
28.57.79 

4. Suppose next that the member banks receive a deposit of 
gold from outside the currency and banking system itself, as in 
the case of new minting or of gold imports; and suppose, further, 
that the member banks in turn deposit the new gold with the cen- 
tral bank. What is the maximum amount by which the member 

77 If the member banks are to expand at all, obviously either the central bank 
must be willing to rediscount or buy in the open market, or the members must have 
surplus reserves. In the latter case, if the central bank refuses to expand its own 
deposits, the maximum expansion of the member banks is that shown by the co- 
efficient ¢n, developed in Part IT. 

8 Evidently when member bank and central bank deposits are expanded to the 
maximum, the ratio of central bank gold reserves to the initial volume of member 
bank deposits will be the reciprocal of E, or 0.114. But the ratio to remaining 
deposits, after the drain of cash into circulation is completed, will be higher; it will 
be 0.125. 

A table giving numerical values for E and the other coefficients now to be de- 
veloped, under various alternative assumptions, will be found in Part VI, below. 


*” With & taken as zero, we have: 
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banks can now expand their own deposits, by increasing their 
loans? Three alternative answers are possible, depending on 
whether the central bank plays a merely passive réle, or under- 
takes to offset the effects of the gold inflow, or itself encourages the 
maximum possible expansion. 

a) First, suppose that the central bank plays a merely passive 
role. (It will be recalled that the central bank is assumed not to 
issue notes, and that “cash” is assumed to be only gold.) If the 
central bank remains merely passive, the member banks will be 
able to expand their own deposits in proportion to that increase 
in their own surplus reserve balances, which is produced by their 
deposit of gold with the central bank. This increase in surplus 
reserves, however, will be somewhat less than the actual size of 
the gold deposit itself, because two drains will operate against 
the gold deposit. One is the drain of cash into circulation. The 
original receipt of the gold by the member banks at once in- 
creases their own deposits by an equal amount. The member 
banks, under the assumptions we have hitherto utilized, will, in 
consequence, experience a proportional drain of cash into active 
circulation. Let this drain be C,. It will be such (see the similar 
derivation of equation 52, above) that: 


h 


“6-—>: (61) 


C, 
In addition, the member banks must themselves keep reserves 


against the balance of the deposit, produced by the original 
receipt of the gold, which still remains with them. This reserve 


C; will be: 
C,=r-(G—C,). (62) 


Substituting for C,, we have: 


h h 
CQ=rG—rG-t=rG-(1-15) ; (63) 


The surplus reserve left available to the member banks, which 
they can use as the basis for an expansion of their own credit, will 
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be equal to the original deposit of gold with the central bank, G, 
minus the drains C, and C,. That is, it will be: 


h h 
6-6-4 -r-G-(1-44) ° (64) 


Simplifying, we have as the surplus reserve available for ex- 

pansion: 
Saat 

Gee (65) 

We can substitute this expression for the term C in equation 

(34) above, which defines the maximum expansion of the com- 

mercial banking system on the basis of given surplus commercial 

bank reserves. We then have, as the maximum possible ex- 


pansion of member bank deposits on the basis of gold deposits 
with them, when the central bank remains passive: 


Ly= Gin (66) 

From this expression, in turn, we can derive the coefficient of 
maximum expansion of member bank deposits on the basis of a 
deposit of gold with the member banks, when the central bank 
does not issue notes and when it remains passive. Let this co- 
efficient be F,. It is such that: 


(67) 


L,=G-F,, or R=e . 


Substituting from (66), and then comparing the resulting expres- 
sion with the derivation of (50), we have (when 6 is taken as 
zero): 


aaa jon 
Fem Te bp nme (68) 


Taking 6 as zero, 4 as 0.09, and r as 0.10, as before, the nu- 
merical value of F, is 4.74. That is, when the non-note-issuing 
central bank remains passive—when it neither engages in open- 
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market operations nor increases the volume of its rediscounts— 
the member banks can expand their own deposits by only 4.74 
times the amount of a deposit of gold with them. 

Conversely, a withdrawal of gold G from the member banks 
will compel them, if their own reserves were already at the mini- 
mum, to contract their deposits in the same proportion to the loss 
of gold. This contraction L, will be (equation 67): 


L,=G°F, . 


b) Second, suppose that the central bank desires to offset the 
effect of the gold deposit, in order to prevent any net increase in 
the member banks’ own loans. The most obvious device for the 
central bank to adopt is open-market and other sales of its own 
securities or other assets. How large must these sales be? The 
answer depends on whether the central bank makes its sales to the 
member banks or to private investors. 

If the central bank sells only to the member banks, the prob- 
lem is comparatively simple. The volume of its sales need only be 
large enough to offset the net increase in the member banks’ 
reserve balances, which was produced by the original deposit of 


gold. This increase, as given by equation (65) above, was: 


EF 
Gtk . 

The central bank’s sales only need equal this increase. 

We can set up a coefficient to show the necessary size of these 
offsetting open-market sales, expressing them in terms of the 
original gold deposit. For the case where the sales are made only 
to the member banks, let this coefficient be S,. It is such that the 
actual money volume of sales is: 


G+Sp . 
From the preceding expression we then have: 


oF 


Som Th 
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If we compare this expressic’ with the formula for the co- 
efficient F, (equation 68), we can write: 


_Fe 
—. . (70) 


The numerical value of S,, with 6 taken as zero, h as 0.09, and 
r as 0.10, is 0.83. That is, the central bank’s open-market sales 
to member banks need be only 0.83 times the amount of the original 
deposit of gold, in order to offset the potential expansive effects 
of the gold deposit itself. 

If the central bank sells only to private investors, however, the 
problem is somewhat more complicated. The private investors 
will usually pay for the securities by checks on the member 
banks; and when the central bank receives these checks, an equal 
amount of member bank reserve balances will be canceled. By 
continuing its sales to the point indicated by the coefficient S,, 
the central bank can again offset that net increase in the member 
banks’ reserve balances, which was directly produced by the 
original deposit of gold. 

But in this situation there are further secondary effects, which 
will compel the central bank to push its sales beyond the point 
indicated by S,. When private investors make payments to the 
central bank by checks drawn on member banks, it is evident 
that a corresponding amount of the member banks’ own deposit 
liabilities are also canceled. This cancellation releases a certain 
proportional fraction r of the member banks’ own remaining 
reserves, and, unless the central bank takes countervailing action, 
will therefore enable the member banks to initiate a smail 
secondary expansion. 

The cancellation of member bank deposits will also disturb the 
previous proportion between cash in circulation and total net 
bank deposits. If this proportion tends to regain its previous size 
(and we are thus far assuming that it does), then, other things 
being equal, there will be a small flow of cash from general circu- 
lation into the member banks. This too will permit the member 
banks to expand their own advances a little, on the basis of this 
cash minus the reserve against the corresponding deposits. 
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The sum of these two further additions to surplus member 
bank reserves, produced by central bank sales of an amount 
G-S», are (see equation 69): 


or (ae): (7) 

To offset the further expansive tendencies generated by these 

two further additions to member bank reserves, the central bank, 

to repeat, must carry its sales beyond the point indicated by S,. 

Let S, be the coefficient for offsetting open-market sales to private 

investors. Then if G-S, be the necessary total money volume of 
offsetting open-market sales to private investors, we have: 


G-Sp=G-Sit GATT (14 O57) | (72) 


Substituting for S, from (69), and simplifying, 


Sp=Sv° (+543) =S° (+2) ; (73) 


I+h 


With the same constants as before, the numerical value of this 
expression is 0.97. That is, if the central bank sells only to 
private investors, its sales will have to be 0.97 times the amount 
of the original deposit of gold with the member banks, in order to 
offset the primary and secondary expansive tendencies in member 
bank created deposits produced by the gold deposit itself. 

It is therefore not possible to determine in advance how large 
the open-market operations of the central bank must be, in order 
to offset the expansive tendencies produced in member bank 
created deposits by gold inflows. The central bank must keep 
itself informed of the distribution of the assets it sells, as best it 
can, and must then act accordingly. Under the conditions here 
assumed, the sales must amount to between 0.83 and 0.97 times 
the amount of the gold inflows, depending on whom the central 
bank sells to. Since the larger part of the assets sold by central 


3 If the central bank sells to private investors, but they in turn sell to member 
banks, the coefficient Sp instead becomes applicable; and conversely. 
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banks usually come into the hands of commercial banks rather 
than of private investors, however, the actual figure will ordinari- 
ly lie in the lower part of the range indicated. 

Finally, if the central bank not only desires to offset the 
expansive tendency produced by the gold inflow in member bank 
created deposits, but in addition desires to reduce total member 
bank deposits themselves to the level prevailing before the gold 
inflow took place, its sales must equal the size of the inflow itself. 
The quantity of cash in circulation will then also be restored to 
the level previously prevailing. The end effect of the gold inflow 
will here be solely to increase the central bank’s own gold holdings. 

Thus the necessary relative size of the central bank’s offsetting 
open-market sales S will lie between 0.83 and 1, with the same 
constants as before, depending on whom the central bank sells to, 
and on whether it desires only to offset the expansive tendencies 
produced by the gold inflow in member bank created deposits or 
to neutralize it completely. The size of the open-market pur- 
chases, which are necessary to offset withdrawals of gold from the 
member banks, are given by the same coefficient with the same 
alternative possibilities. 

c) Finally, suppose that the central bank desires to encourage 
the maximum expansion of member bank deposits which the new 
gold deposit permits. It will then not remain passive, but will 
itself increase member bank reserve balances as much as possible, 
by rediscounting freely and by open-market purchases. What is 
the maximum expansion of member bank deposits, measured in 
terms of the new gold, which can take place under these condi- 
tions? 

The initial increase in the member banks’ deposits, which is 
produced by their original receipt of the new gold, draws cash 
into circulation, in an amount, 

h 


"T+h . (74) 


G 
The member banks must hold reserve balances against that part 
of the initial increase in their deposits which remains on their 
books after this cash drain is completed; and the central bank 
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must itself hold actual gold reserves against these members’ re- 
serve balances, in an amount, 


G-(1-= a). (75) 


The surplus gold remaining in the central bank, and available as 

the basis for expansion by the member banks, is the original gold 

deposit G, minus the amounts shown in (74) and (75). Simplify- 
ing, it is: 

1—r’R 

G- 1+h ° (76) 


On the basis of this surplus central bank gold, and with the sup- 
port of the central bank itself, the member banks can now expand 
their created deposits L, in an amount given by the coefficient EZ 
above (equation 59). We then have: 


1—r-R 


“a -E. (77) 


L,=G 
From this expression we can derive the coefficient of maximum 
expansion of member bank deposits on the basis of a deposit of 
gold with the member banks, when the central bank holds the 
member banks’ minimum reserve balances, does not issue notes, 
and itself also expands to the maximum permitted by the new 
gold. Let this coefficient be F,,, the subscripts denoting that the 
basis of the member bank expansion is not only gold deposits but 
also rediscounts and open-market operations undertaken by the 
central bank to the limit permitted by the increase in its own 
gold holdings. F,, is such that: 


L,=G:F,, . (78) 


By substituting for Z, from equation (77) and for E from (59), 
and by comparing the resulting expression with the original expres- 
sion for E itself, we have: 


a 
v h+eeR 


F E-1. (79) 
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Taking / as 0.09, r as 0.10, and R as 0.35, as before, the nu- 
merical value of F,, is 7.72. That is, the utmost possible expan- 
sion of member bank deposits, even when the central bank itself 
expands to the maximum, is under these condictions only 7.72 
times the amount of a new deposit of gold in the member banks. 

In the case where an expansion of member bank deposits has 
no appreciable effect on the quantity of cash in circulation, how- 
ever, 4 can be taken as zero, and the value of the coefficient then 
rises to 27.57." 

5. To this point we have assumed that the central bank does 
not issue notes, but does hold all commercial bank minimum re- 
serves, in the form of deposit balances on its books. Let us now 
take the extreme opposite case. Suppose that the central bank 
does issue notes, against which it keeps minimum gold reserves 
in the ratio R’; but that it does not hold member bank reserve 
balances. Member bank reserves then consist solely of cash held 
in their own vaults.“To simplify the matter, we may further 
assume that all “cash,” including these member bank reserves, 
consist solely of notes issued by the central bank; if the member 
banks receive gold, they exchange it at once for central bank 
notes. Finally, assume that the central bank carries on its trans- 
actions with the member banks entirely in terms of its own notes. 
Its deposit liabilities and its reserves against them can hence be 
ignored—or, rather, can be treated like those of an ordinary com- 
mercial bank. These conditions as a whole are evidently the ex- 
treme form of the general type of situation which is prevalent 
abroad. 

So far as the member banks’ own operations are concerned, the 
limits on their expansion are here the same as those described in 
developing the coefficients e, and f,, in Part II, above. In terms 
of its relation to the underlying central bank gold reserve, how- 
ever, an expansion of member bank deposits can evidently go 
well beyond the numerical limits set by those coefficients which 
describe only the ratio of the expansion to “‘cash”’ reserves. 


# When & is zero, 


_— . (80) 
r-R 


Also see equation (60), above. 
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a) First, suppose that the central bank has a surplus gold re- 
serve, and that, with the assistance of the central bank, the mem- 
ber banks expand their created deposits against this surplus by a 
known amount L,. How much central bank gold G will this 
expansion tie up? 

The expansion, under the assumptions we have hitherto been 
utilizing, will draw notes into circulation. Against this additional 
note issue, the central bank must keep gold reserves in an amount 
determined by its own minimum note reserve ratio R’; namely: 

h 


Lyk ° (81) 


In addition, the member banks must keep increased reserves of 
notes, obtained from the central bank, against the remaining in- 
crease in their own deposits; and this additional note issue will tie 
up further central bank gold reserves in an amount: 


Ins (1-1) (82) 


The total amount of central bank gold G, which is needed to 
support the member bank expansion L,, is the sum of these two 
amounts. Adding and simplifying, we get: 
R’: oie) 


+h (83) 


G=L,-( 

From this expression we can obtain the coefficient E’, which 

measures the maximum expansion of member bank deposits on 

the basis of surplus central bank reserves G, when the central 

bank does not hold member bank reserves but does issue notes.” 
It is: 

1+h 


B= Rtn)’ 


(84) 
Taking R’ as 0.40, h as 0.09, and r as 0.10, the numerical value 
of the coefficient E’ is 14.34. 


- Also see nn. 26 and 27, above, concerning the parallel coefficient E (equation 
59). 





THE EXPANSION OF BANK CREDIT 165 


b) Next, suppose that the member banks receive a deposit of 
gold from outside of the currency and banking system, and that 
the central bank remains passive. The member banks will then 
be able to exchange gold for notes only on a one for one basis, 
and the new gold will permit them to expand their created de- 
posits in only the same ratio as a deposit of cash. If the co- 
efficient which is here appropriate be Fj, then, by the same pro- 
cedure as that used in obtaining equation (68), above, we have 
(when 0 is zero): 

SP 


0 ppp fem hn- (85) 


With the same constants as before, the value of this coefficient 
is 4.74. 

c) Similar considerations apply if the central bank undertakes 
open market sales to offset the effect of the gold inflow. Let the 
coefficient of these sales, in terms of the original gold deposit with 
the member banks, be S’. Then the argument of the earlier sec- 
tion, 4s, is applicable. With the same constants as before, the 
value of S’ again lies between 0.83 and 1. 

d) Finally, suppose that the central bank itself expands to the 
maximum, rediscounting and buying in the open market to the 
limit permitted by the increase in its own gold holdings. First, 
the initial increase in member bank deposits, produced by the 
original deposit of the new gold with them, draws more notes into 
circulation; and against these additional notes the central bank 
must hold additional gold reserves, of an amount: 

h 


Ga . (86) 


Second, against the remainder of the original deposit produced by 
the receipt of the gold, the member banks must hold additional 
note reserves; and against these additional notes the central bank 
must hold further gold reserves of an amount: 


G-(1- =) +R. (87) 
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Of the gold initially placed with the central bank by the member 
banks there hence remains, as surplus central bank reserves, the 
original deposit itself minus these two reserves against the in- 
creased note issue; or, partially simplifying: 


Ae R'+1r-R’ 


I+h (88) 


G-G 
The expansion L,, which the member banks can now undertake, 
is this amount, times the coefficient Z’; or, simplifying, 


=cg.(,—-R 24+), ge 
L,=G (: i )-z (89) 


From this expression we can then obtain the coefficient for the 
maximum expansion of member bank deposits on the basis of a 
gold deposit with them, when the central bank does not hold 
member bank reserve balances, but does issue notes, and itself 
expands to the maximum permitted by the net increase in its own 
gold holdings. Let this coefficient be Fj,. Then from equation 
(89), after substituting for EZ’ from (84) and simplifying, and on 
comparing the resulting expression with the expression for £’ it- 
self, we have: 

I+h F- 


R’-(it+r) (90) 


F’,,.= 

Taking R’ as 0.40, h as 0.09, and r as 0.10, as before, the nu- 
merical value of this coefficient is 13.34. 

In the case where an expansion of member bank deposits does 
not produce an increase in the quantity of cash in circulation, / 
can be taken as zero. The value of E’ is then 25.00, and of F’,, is 
24.00% 

6. A variant of the general banking situation depicted in the 
previous section arises when the note-issuing central bank does 
not hold the member banks’ minimum reserve balances, but does 
maintain deposit accounts in favor of the member banks, against 


33 When & is zero, 


= 2 " 
E r-R’’ 


Feat ° (91) 
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which it holds a legal or a customary minimum reserve made up 
of its own notes. In this situation the member banks, when they 
rediscount with the central bank or sell to it, may elect to take 
the proceeds either in the form of notes of the central bank or, 
except in so far as they need notes to supplement their own re- 
serves, in the form of balances with the central bank. By defini- 
tion, however, such balances are not part of the member banks’ 
own minimum reserves. When expanded to the maximum pos- 
sible, they will therefore be compelled to convert all such balances 
into notes; and the limiting coefficients established in the preced- 
ing section then become applicable. The intermediate situation, 
before the maximum is reached, is not determinate. 

7. Finally, let us combine the two main preceding types of 
situation. Suppose that the central bank both issues notes and 
holds all the member banks’ minimum reserves, in the form of 
balances on its books. Suppose, further, that “cash in circulation” 
consists solely of the notes of the central bank, or at least that 
material increases in the cash circulation can come only from the 
central bank. Such is substantially the situation within the 
Federal Reserve System. Let the central bank’s minimum gold 
reserve ratio against the reserve balances of the member banks 
again be R, and against its notes R’. 

a) First, suppose that the member banks expand their created 
deposits by a known amount L,. How much central bank gold is 
tied up by this expansion? 

The expansion will draw additional notes into circulation, and 
against these notes the central bank must hold gold reserves, in 
an amount: 


hk op» 
La ® : (92) 
Against the remainder of the new deposits on their books the 
member banks must hold additional reserves, in the form of 
balances with the central bank; and against these balances the 
central bank must hold additional gold reserves, in an amount: 


Ins (1-4) rR. (93) 
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The total central bank gold reserve G, which is needed to sup- 
port the member bank expansion L,, is the sum of these two 
amounts. Adding and simplifying: 


Ae R+rR 


ee (94) 


G=L, 

From this expression we can establish the coefficient of the 

maximum expansion of member bank deposits on the basis of 

surplus central bank gold reserves G, when the central bank both 

issues notes and holds the member banks’ minimum reserve 
balances. Let this coefficient be E’”’. Then from (94) we have: 


- I+h 
EB“ ER +r’ (95) 

Taking R as 0.35, R’ as 0.40, h as 0.09, and r as 0.10, as before, 
the numerical value of this coefficient is 15.35. That is, under the 
conditions here assumed, the member banks can expand their 
created deposits by 15.35 times the amount of the central bank’s 
aggregate surplus gold.* 

b) Next, suppose that the member banks receive a new deposit 
of gold from outside the currency and banking system, but that 
the central bank remains passive. The new deposit draws cash 
into circulation, and against the remainder of the deposit the 
member banks must hold reserve balances; but the remainder of 
the deposit constitutes surplus member bank reserves, against 
which the member banks can expand in an amount given by the 
coefficient ¢, (equation 36). Let the coefficient of this expansion 
be F”,. Then by the same procedure as that used in obtaining 
equation (68), above, we have (when 6 is zero): 


gore 


a a od Loew ” 


Thus, whatever the general form of the relations between the 
central bank and the member banks, as long as the central bank 
remains passive the member banks cannot expand, on the basis 


% Also see n. 26, above. 
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of new gold deposits with them, by a ratio in excess of the co- 
efficient f,. With 4 taken as 0.09 and r as 0.10, this coefficient has 
a value of 4.74. 

c) If the central bank desires instead to offset the effect of the 
gold flow, by open-market sales of its assets, the argument of the 
earlier section, 4b, again applies. Let the coefficient of these sales, 
in terms of the original gold deposit, be S’’. With the same con- 
stants as before, the value of S”’ again lies between 0.83 and 1. 

d) Finally, suppose that the central bank desires to encourage 
the maximum possible expansion of member bank deposits on 
the basis of the new gold deposit G, and does so by rediscounting 
and buying in the open market to the limit permitted by the net 
increase in its own gold holdings. 

The initial increase in member bank deposits, produced by the 
original deposit of the gold with them, draws notes into circula- 
tion; and against them the central bank must hold gold reserves, 
in an amount: 


by 
GR. (97) 


The member banks must hold reserve balances against the de- 
posits remaining on their books after the completion of this cash 
drain; and against these member bank balances the central bank 
must hold further gold reserves, in an amount: 


G- (1-3) +R. (98) 


The remainder of the original gold deposit G now constitutes 
surplus central bank gold reserves. On the basis of these surplus 
reserves, and with the support of the central bank, the miember 
banks can expand their created deposits L,, in an amount given 
by the coefficient E” above (equation 95). We then have, after 
partial simplification: 


_betn®) - 


+h (99) 


L4=G+(1 
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From this expression we can derive our last important co- 
efficient, for the maximum expansion of member bank deposits on 
the basis of a new gold deposit with the member banks, when the 
central bank issues notes, holds all member bank minimum re- 
serve balances, and itself expands to the maximum permitted by 
its own gold holdings. Let this coefficient be F”,,. By substitut- 
ing from equation (99), by substituting for Z”’ from (95), and by 
comparing the resulting expression with that for E”’ itself, we 
then have: 


a 
PF 0=TR ar R 1=E"—1. (100) 


Taking R as 0.35, R’ as 0.40, 4 as 0.09, and r as 0.10, as before, 
the numerical value of this expression is 14.35. That is, under the 
conditions here assumed, the member banks can expand their 
created deposits by 14.35 times the amount of a new gold deposit 
with them. In the case where an expansion of member bank de- 
posits does not produce an increase in the quantity of cash in 
circulation, however, / can be taken as zero. The value of E” is 
then 28.57, and of F’,, is 27.57.55 

8. When the member banks keep reserves both in the form of 
notes issued by the central bank, which they hold in their own 
vaults, and in the form of balances with the central bank, the 
coefficients of maximum expansion are indeterminate, within the 
limiting values established in the two preceding sections. The 
extreme theoretical limit on the expansion of the system is reached 
when all member bank reserves are kept either in the form of notes 
or of central bank balances, depending on which form of central 
bank liability has the lower required or customary minimum 
reserve ratio. In the case where the minimum is the same for both 
forms, however, so that R and R’ are equal, a single limiting 
value is effective for each particular type of situation. Here, it 


38 When & is zero: 


E” P'g=— 5-1 (101) 


ee 

rR’ 
Compare the earlier expressions for E, E’, For, and F’gr under the same conditions 
(equations 60, 80, 91). 





THE EXPANSION OF BANK CREDIT 171 


makes no difference which form of reserve the member banks elect 
to hold. 

In the case where the central bank issues notes, and also holds 
member bank minimum reserve balances, but does not cover 
these balances specifically with gold or notes, the only necessary 
limit on expansion comes from the drain of cash into circulation; 
rand R are inoperative. If the central bank then rediscounts and 
purchases in the open market to the limit permitted by its gold 
holdings, the coefficient of maximum member bank expansion on 
surplus central bank gold reserves becomes: 


I+h 
eR’ (102) 
(Compare equation 95, above.) This expression has a value of 
30.28. It is not applicable, however, to present-day central bank- 
ing practice. 

Finally, if the central bank holds deposits for non-member 
banks and for non-banking institutions, as well as for member 
banks, the situation becomes somewhat more complex factually, 
but offers no major new logical difficulty. The balances of non- 
member banks usually count as reserves for those banks, and 
changes in them hence have substantially the same effect, except 
for possible differences in minimum reserve requirements, as 
changes in the reserve balances of member banks. The balances 
of non-banking institutions other than those of the central gov- 
ernment usually either are of small relative importance or else 
tend to move in largest part into the ownership of banks. When 
no reserve is required to be held against government deposits, 
therefore, no serious practical error is introduced if we treat all 
central bank deposits, except those of the central government, as 
the equivalent of member bank reserve balances. 

When ordinary reserves are required against government de- 
posits with the central bank, however, the situation is somewhat 
anomalous, since no media of exchange in actual circulation are 
based upon such deposits. These deposits are then best regarded 
as potential additions to member bank reserve balances or to the 
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cash circulation—additions which can be made without change 
in the central bank’s reserve position, except in so far as its re- 
serve requirements against notes differ from those against de- 
posits. 

g. We have now developed coefficients of maximum expansion 
of member bank deposits for all the principal types of situation: 
namely, for expansion when the central bank does and does not 
issue notes, and when it does and does not hold member bank 
reserve balances; for expansion on the basis of surplus central 
bank gold reserves, and on the basis of new gold deposits; and for 
expansion when the central bank’s own policy is passive, restric- 
tive, or itself expansionist. In the process, we have also shown the 
size of the open-market operations which are necessary, under 
various types of condition, to offset gold flows. 

It might also seem necessary to develop separate coefficients to 
show the amount by which member banks can expand their created 
deposits on the basis of rediscounts with the central bank, or of 
other sales of their assets to it. But such operations serve merely 
to provide the member banks with surplus reserves, unless their 
reserves were previously below the minimum. To these surplus 
reserves the e series of coefficients, developed in Parts I and II, 
are applicable. If, for convenience, we call the coefficients of 
expansion on the basis of rediscounts with the central bank Q, for 
a single bank, and Q, for the aggregate of member banks, we then 
have: 

Q:=61, (103) 


On=€n- (104) 


10. Expressions for the expansion of any one bank, when the 
member bank system as a whole expands in the maximum 
amounts defined by the preceding member bank system co- 
efficients, can be established by substantially the same procedures 
as those used for establishing the similar expressions obtained in 
Part II, sections 4 and 7, above. To avoid needless repetition, 
they may be summarized in tabular form; and the summations 
themselves, which are identical with the system coefficients, may 
be omitted. It will be recalled that Z, is the primary maximum 
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expansion of the bank or banks which originally hold the surplus 
system reserves, or which originally receive the deposit of new 
cash or gold—this expansion being measured in terms of the re- 
serves or the deposit itself; and that Z, is the approximate total 
secondary maximum expansion of any one bank in the system, 
which is produced by the outflow of reserves from the original 
expanding bank or banks. It will also be recalled that the summa- 
tion of the term s is 1. The form of the partial expansions is the 
same for E as for E’ and E”; the same for F, as for F, and F”,; 
and the same for F,, as for Fj, and F’’,,. It is therefore necessary 
to present the expression for only one coefficient of each type, as 
shown in Table I. 
TABLE I 








Memper Bank /|Partiat Expansions or SiIncie Banks 
SysTEM 
CoEFFICIENTS 





Zz; zZ, 





E es (E—e)+s 
Fo hs (Fo—fi)+s 
ath: (For—e:—fi) +s 


For 
Qn(=en) ey (en—€x) *s 











Member bank system expansion when the central bank remains 
passive entails application of the system coefficients in the F, 
series. These coefficients are identical with the coefficient f,, de- 
veloped in Part II, and do not give rise to difficulties of interpreta- 
tion in connection with the application of the Z expressions. The 
same thing is true with respect to the application of the coefficient 
Q,, which is identical with e,. Where the member bank expansion 
is of such form that the coefficients in the E series are applicable, 
however, central bank action is entailed. Since no one member 
bank “owns” a surplus of central bank gold reserves, the primary 
expansion expressed by Z, relates to that member bank or group 
of member banks which chances to receive the proceeds of central 
bank open-market purchases or rediscounting; the maximum pri- 
mary (initial) expansion of this bank or group of member banks, 
on the basis of the additional reserve funds thus obtained, is 
measured by the coefficient ¢,. Finally, where the coefficients in 
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the F,, series are appropriate to describe the aggregate member 
bank system expansion—that is, where the basis of the expansion 
is gold deposited with the central bank—there are two “primary” 
expansions. One is the primary expansion of the group of member 
banks which originally receive the gold deposit ; their expansion on 
the basis of this deposit is measured by the coefficient f,. The 
other is the primary expansion of the group of member banks— 
not necessarily the same as the first group—which chance to 
receive the proceeds of that central bank open-market purchasing 
or rediscounting, which receipt of the new gold enables the central 
bank itself to undertake. This second form of primary expansion, 
on the basis of these additional reserve funds, is measured by the 
coefficient e,. It is evidently possible that a given member bank 
may receive both gold deposits and the proceeds of the central 
bank’s rediscounting or open-market operations, and may thus 
experience both forms of primary member bank expansion. 

It is unnecessary to calculate numerical values for the various 
Z expressions, since the line of procedure is clear. 

11. The composition and numerical values of the principal co- 
efficients of maximum expansion of member bank deposits in 
terms of gold can now be summarized. The constants are taken, 
as before, with h as 0.09, r as 0.10, Ras o.35, and R’ aso.4o. It will 
be recalled that the value of e¢,, the coefficient of maximum expan- 
sion for the aggregate of commercial banks on the basis of their 
own surplus reserves (equation 36), is with these constants 5.74, 
and of f, (equation 50) is 4.74. The original equation numbers are 
repeated. 

I. The central bank does not issue notes, but does hold all member bank 


minimum reserve balances; ‘“‘cash” is gold: 
a) The central bank has a given surplus gold reserve: 


I+h 
E=i5,-R™ 8.72 ° 

b) The member banks receive a given deposit of gold: 
(1) The central bank remains passive: 


} St 
Fo= jy, ~in=4-74 ; 
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(2) The central bank offsets the gold inflow by open-market sales; 
in terms of the gold deposit, the sales are: 


S=0.83 tor. (69, 73) 


(3) The central bank itself expands to the maximum: 


1—7r-R 
For=p4,. Ro E-1=7-72. (79) 


II. The central bank does issue notes, but does not hold the member banks’ 
minimum reserve balances; “cash’”’ is central bank notes: 
a) The central bank has a given surplus of gold: 


Ra-itt 
~ R’ (a+r) 14.34. 


b) The member banks receive a given deposit of gold: 
(1) The central bank remains passive: 


F'g=F o={n=4.74. (85) 


(2) The central bank offsets the gold inflow by open-market sales; 
in terms of the gold deposit, the sales are: 


S’=S=0.83 tor. 
(3) The central bank itself expands to the maximum: 


I+h 


F'or= Bi hpr) 1B —1=13-34- (90) 


. The central bank both issues notes and holds all member bank minimum 
reserve balances; “cash” is central bank notes: 
a) The central bank has a given surplus gold reserve: 


Ith 


BPR +R 1535: 


b) The member banks receive a given deposit of gold: 
(1) The central bank remains passive: 


P""—"o= F'g=Fy={n=4.74 - 
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(2) The central bank offsets the gold inflow by open-market sales; 
in terms of the gold deposit, the sales are: 


S” =S'’=S=0.83 tor. 
(3) The central bank itself expands to the maximum: 


“r I+h ve 
F TR 4rR 1a —~I=14.35. 


IV. The member banks rediscount at the central bank (0 is zero): 
a) For a single bank of average size in the United States: 


0: =, = 1.00004 . 
b) For the aggregate of member banks: 


Qn=¢n=5.74. 


V. OBSERVATIONS ON THE MEMBER BANK 
SYSTEM COEFFICIENTS 


1. The coefficients of expansion developed in the preceding 
pages have been designed to summarize the aggregate effect of the 


main limiting factors which are at work in any modern banking 
system. The general form of these coefficients is evidently inde- 
pendent of the special conditions which may chance to character- 
ize one country rather than another, and is hence also inde- 
pendent of the numerical values that may be assigned to the 
various component constants. 

When it is sought to apply the coefficients to specific cases, 
however, two practical problems arise. In the first place, it is 
necessary to determine the numerical values of the constants 
themselves as accurately as possible, in order to get significant 
numerical values for the coefficients; and further to determine 
whether the relations which the constants summarize are really 
sufficiently definite to justify their being themselves expressed in 
unique numerical values, or even in more complicated but still 
unique and determinate forms. In the second place, it is necessary 
to consider whether the banking and currency systems found in 
real life are themselves likewise sufficiently determinate in char- 
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acter and operation, despite their manifest complexities, to per- 
mit the application of any coefficients at all. In other words, it is 
necessary to examine the extent to which the general problem we 
have here set ourselves is in practice capable of a rational solution, 
or even of an intelligible approximation to a solution. Conditions 
are evidently conceivable which not only would be so complicated 
as to defy useful analysis but would even be fundamentally irra- 
tional, and for which a solution is hence not conceivable. We con- 
sider these problems in order. 

2. In working out numerical values to illustrate the coefficients, 
we have assigned to the several constants those values which, on 
superficial inspection, seem to correspond most closely to Ameri- 
can conditions. Since we are here interested primarily in the gen- 
eral theory of the problem, rather than in detailed statistical veri- 
fication, this procedure is permissible. It is evident, however, that 
there is room for doubt about the absolute numerical values, and 
even the significance, of at least certain of the constants;** and 
that for foreign countries quite different numerical values may be 
required. The differing values for the coefficients which are ob- 
tained by using various alternative values for the constants are 
indicated in a table in Part VI, below. The major problems of 
fact and interpretation with respect to the constants themselves, 
summarily stated, appear to be as follows. 

a) In countries where current practice does not require that 
part of the proceeds of a new loan be left on deposit, the value of 
the constant 6 is, of course, zero. Even in the United States the 
increasing use of overdrafts, and the introduction of other 
changes, are modifying the older practice. The average value of b 
is therefore probably very much less in actuality than 0.20, the 
figure hitherto used. No data are yet available, however, to 
establish a more accurate value. Indeed, that is one reason why 
we have disregarded this term in the latter part of our analysis 
(see Part ITI, sec. 3, above). 

b) The value of R’, percentage of central bank gold reserves 
required to be held against central bank mole issue, is now fixed 

3 One of the present writers is now initiating empirical investigations, which it is 
hoped will cast further light on these problems. 
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by law in most countries except England.” The value of R, per- 
centage of central bank gold reserves required to be held against 
central bank deposits, is also fixed by law in some countries, but 
not in others. In the latter case, it is necessary to use the mini- 
mum ratio (if such there be) which has been established by tradi- 
tion, though at the same time recognizing that unusual circum- 
stances may always make this limiting ratio inoperative.* 

The difficulties over the term r, the average minimum reserve 
ratio of the member banks, were discussed in Part III. Where 
these ratios are not set by law, the average of the approximate 
minimum ratios observed in practice must be utilized. 

c) Far more serious logical difficulties arise over the term h, 
the ratio of cash in circulation to total net demand deposits. 

In the first place, what are “demand” deposits? In the United 
States, as is well known, a very considerable proportion of what 
are nominally classified as “time” deposits are really, in most 
important respects, demand deposits; and similar conditions exist 
in various other countries. To avoid a difficult and uncertain 
process of statistical estimate, we have therefore tentatively com- 
puted the term / for the United States on the basis of all reported 
bank deposits (see Table II, below). The value we have used, 
0.09, is the rough average for the years 1926-30. The error of 
overestimate for deposits, due to the inclusion of true savings 
deposits, is offset at least in part by the fact that, of the kinds of 
cash in circulation, a substantial proportion varies extremely 
little in quantity outstanding. 

In the second place, what is cash “in circulation’’? Is it only 
cash outside of all banks, or is it the total stock of cash outside 
of the central bank and the Treasury? Where the chief source of 
variations in the aggregate stock of cash is the note issues of the 
central bank, as is true in the United States, and especially where 

37In the case of England, under normal conditions, the numerical value of R’ 
is evidently zero until the fiduciary note issue reaches its permitted maximum; 
then it jumps to a value of 1. For practical purposes, however, using these values 
for R’ would not be of much help. It is therefore presumably better to use the aver- 
age minimum values reached in actuality, even though to do so impairs in some 
measure the logic of applying a “limiting” coefficient. 

3 There are again obvious difficulties in the case of England. 
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commercial bank reserves consist of balances with the central 
bank rather than of cash (as is true for Federal Reserve member 
banks), it seems on the whole more reasonable to use the larger 
figure in computing the value of s—that is, to use all cash outside 
of the central bank and the Treasury. On this view, which is the 
one we adopted in setting up the numerical illustrations in the 
earlier sections, cash in bank tills would be counted as cash “in 
circulation.” But under different currency and banking condi- 
tions, and with a different interpretation of the situation, it 
might seem desirable to effect a separation, and to set up not one 
but two constants. The constant H might then be used to de- 
scribe the proportionate drain of cash into circulation from the 
commercial banks alone, when bank deposits are expanding; and 
the constant h, as before, be used to describe the (relatively 
larger) drain from the central bank. In the United States in 
recent years, under these procedures, the value of #4 would again 
be roughly 0.09, but the value of H would be only 0.07. Taking 
account of two constants instead of only one would also alter 
somewhat the form and value of the member bank system co- 
efficients of expansion.” 

In the third place, are we really justified in treating the ratio / 
as a numerical constant at all, for the purpose of analyzing the 
limits on the expansion of bank deposits? Apart from problems of 
logic, there is a serious statistical difficulty. In the United States 
the value of 4, measured in terms of ail cash outside the Reserve 
Banks and the Treasury, has fallen heavily in recent years, and 
has fallen with remarkable steadiness. Even the war and post- 
war period served only to arrest the downward movement, not to 
reverse it (see Table II). In 1909 the value of 4 was 0.222, in 
1930 only 0.084. The average annual decrease in this period was 
0.00625. It remains to be seen whether the increased cash circula- 

# In the case of a banking system such as that in France, analysis is particularly 
difficult because commercial bank reserves may be kept either in cash or in the form 
of central bank balances. Cash itself may then be in any one of three places: (1) 
central bank reserves; (2) commercial bank reserves or till money; (3) active 
circulation outside of all banks. The corresponding coefficients of maximum ex- 


pansion, if indeed they could be set up with any accuracy at all, would here be 
distinctly more complicated than those hitherto developed. 
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tion of the present depression period, which is due to hoarding, will 
arrest this decline more than temporarily. 

If the question at issue were simply a matter of allowing for a 
persistent downward trend through time, the difficulty could of 
course be met.” But there is a more serious difficulty than this, 


TABLE I 


Money IN CrrcuLaTion, BANK DEPOSITS, AND THE RATIO, &, 
FOR THE UNITED STATES, 1909-30 


(Figures in Billion Dollars; on June Call Dates) 
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* Including true savi deposits as reported; see text above. Source: Annual Reports 
of the Comptroller of the Currency. 


one involving a problem of fact and logic. If we treat / as a con- 
stant or as a dependent variable, in setting up limiting coefficients 
# For example, for the period 1909-30 in the United States, the term could be 
given the simple form: 
hy=ho—k-t, 


where he is the value in the base year (0.222 in 1909), ¢ the number of years elapsed, 
and k the average annual decrement (here 0.00625). Over periods of time, however, 
the term k evidently could not be treated as a linear function of #, since /, would 
then eventually become zero. 
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of expansion, this procedure implies that a given increase in bank 
deposits will necessarily call forth, or be accompanied by, a pro- 
portional increase in the quantity of cash in circulation. Is such 
an assumption justified? Perhaps; but an a priori case could be 
made out for the view that no such increase need follow. It could 
be contended that bank checks and cash are used for different 
types of transaction, and that an increase in the volume of one 
type of transaction need not be accompanied by an increase in the 
other type. Moreover, banks which are expanding may elect to 
economize in their holdings of till money; and, by meeting de- 
mands on them for cash from their tills alone, may thus avoid the 
necessity of calling on the central bank for more notes. They may 
thus also avoid the costs of rediscounting. If “cash in circulation” 
is defined as cash outside the central banks and treasuries alone, 
no increase in this cash circulation will take place, under these 
conditions. Indeed, one could go even farther. It would be pos- 
sible to contend, on somewhat different grounds, that bank 
checks tend rather to replace cash, and that an increase in deposits 
thus tends to drive cash back into the banks. If the first of these 
views were adopted, the value of # would have to be taken as 
zero with respect to the effect of changes in the quantity of de- 
posits, while, if the second were adopted, it would be actually 
negative. 

Reference to the easily available statistics does not provide a 
clear answer to these problems. In the United States, cash in 
circulation and total net bank deposits moved roughly together in 
the period 1909-23, after allowance is made for the smaller pro- 
portionate increase in cash than in deposits; but in the period 
1923-30 cash remained almost constant, and even declined a little, 
while bank deposits increased 13 billion dollars. In this latter 
period the most probable value of h, as far as the effect of drains 
of cash into circulation in limiting bank expansion is concerned, 
was apparently zero. More detailed statistical investigation than 
we have thus far had opportunity to make, however, will be re- 
quired to establish definite conclusions for the United States.“ 


“ The data used here were annual only. They therefore do not reveal the prob- 
able seasonal fluctuations of #, and do not clearly show the probable cyclical move- 
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On the other hand, in those countries where the note circulation 
is relatively large, and where this note circulation clearly fluctu- 
ates with business conditions, the term / presumably has a sub- 
stantial and fairly stable value. 

The effect of treating / as zero is negligible with respect to the 
coefficients of maximum expansion for a single bank, but for the 
various system coefficients it is great. The effect on six of the 
chief coefficients is illustrated by Table III (also see the more 
detailed table in Part VI, below). The term 3 is taken as zero, 
ras 0.10, R as 0.35, and R’ as 0.40. 

TABLE III 








Coefficient hk=0.09 h=o 





5-74 10.00 
4.74 9.00 
14.34 25.00 
13.34 24.00 
15.35 28.57 
14.35 27-57 











The decision as to which value of / to use for a given country, 
and hence which set of coefficient values, will depend on the his- 
torical correlation between the country’s note circulation and the 
volume of its bank deposits. As already indicated, this correla- 
tion may well prove to be high when the unit time-period selected 
is relatively large, as several years, but low when the unit time- 
period is short, as a few weeks or months. Allowance would also 
have to be made for the probable lag of the note circulation be- 
hind deposits.” 


ments. As already remarked, one of the present writers is now examining more 
closely the character and behavior of A. 

Even when cash in circulation and bank deposits can be shown to move roughly 
together over time, there is ground for holding that in short periods, of a few weeks 
or even months, no correlation between the two could reasonably be expected to 
appear. For such short periods 4 could then be taken as zero, even if it had a sub- 
stantial value relative to longer periods. 

# If the trends of the cash circulation and bank deposit series as expressed in 
relatives are different, as they are likely to be, the correlation measured should be 
that between the respective deviations from the trends. It is evidently conceivable 
that the correlation coefficient for the deviations, and hence the value used for 4, 
may be negative. 





THE EXPANSION OF BANK CREDIT 183 


3. In addition to these problems arising over the determination 
and the significance of the various constants, there is a still more 
fundamental problem. This is the question of whether the cur- 
rency and banking system is sufficiently determinate, in its char- 
acter and in its operation, to permit the application of any definite 
limiting coefficients of expansion at all. In the case of the United 
States, there are at least four factors which must be taken into 
consideration, as follows. 

First, and most important, not all the banks are members of 
the Federal Reserve system. In 1930, two thirds of the banks by 
number, and 39 per cent of all deposits, were outside of the Fed- 
eral Reserve. The non-member banks operate under varying 
state laws, with varying reserve requirements. The ratio of aggre- 
gate non-member bank reserves to gold is hence indeterminate. 
Even with respect to the Federal Reserve system itself a definite 
formulation cannot be made, because the member banks have 
dealings with the non-members, and the member banks’ own ag- 
gregate expansions and contractions are hence influenced to some 
extent by drains to or from the non-member banks. Moreover, 
even if all the banks in the country were to expand together and 
in the same proportion, the limiting ratio of aggregate deposits to 
aggregate gold holdings would not be entirely determinate. This 
follows because non-member reserve requirements can be met 
variously, according to the state, in gold coin, other lawful 
money, balances with indicated banks, and in some cases even 
with Federal Reserve notes. At the extreme limit, national 
credit expansion could therefore probably be pushed well beyond 
the points indicated by the coefficient values hitherto developed. 

As a matter of practice, however, and especially in view of the 
dominant position held by the Federal Reserve system, the limits 
which are effective for Federal Reserve expansion taken alone are 
probably also substantially effective for the country as a whole. 

Second, there are a number of different kinds of money in circu- 
lation, which for many purposes are interchangeable, and which 
have differing requirements as to gold backing, or even no re- 
quirement at all. This fact introduces a further element of in- 
determinateness in the relations between aggregate deposits and 
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aggregate gold holdings. The importance of these considerations 
is somewhat diminished, however, by the fact that not all kinds 
of American money are elastic. Beyond a certain degree of 
bank credit expansion, if this expansion also calls forth an increase 
in the quantity of money in circulation, only those kinds of money 
need be taken into account whereof the quantity can itself ex- 
pand. In the United States, the chief source of elasticity in the 
currency is the Federal Reserve note, and for some purposes it 
would therefore be permissible to base the numerical value given 
the term / on the circulation of these notes alone. In countries 
where the currency as a whole is comparatively inelastic, inci- 
dentally, the term 4 becomes for practical purposes the most im- 
portant limiting factor in the coefficients. Even if the value of 
itself is small, the drain of reserve cash into circulation will here 
bring deposit expansion to an early close. 

Third, the imperfections of fluidity and sensitivity between one 
part of the United States and another, discussed in Part III, 
above, necessarily retard the development of the results indicated 
by the coefficients, and may entirely prevent their full manifesta- 
tion. 

Finally, it may happen in a given case that the central bank is 
actually unable to attract sufficient eligible paper for rediscount 
purposes, so that, no matter what its desires may be, it is in fact 
unable to expand its notes and deposits to the full amount which 
its gold holdings would otherwise permit. Such was substantially 
the situation of the Federal Reserve Banks in 1931 and 1932, until 
the passage of the Glass-Steagall Act.“ Under these conditions 
it is the volume of eligible paper available, rather than the size of 
the central bank’s gold holdings, which in effect limits the coun- 
try’s credit expansion. 

Despite these difficulties and qualifications, however, we be- 
lieve that the coefficients we have here developed can be applied 
intelligibly to American conditions, and can be made to yield 
fairly accurate results. Their application to other countries seems 

« The Reserve Banks could have sold government securities in the open market, 


thus compelling the member banks to rediscount in order to replenish their reserve 
balances, but the cure would probably have been worse than the disease. 
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likely to offer somewhat more of a prceblem, chiefly because of the 
frequent indeterminateness of the central bank and commercial 
bank minimum reserve ratios. 

4. We have hitherto assumed that the society under considera- 
tion was isolated. Whenever we dealt with the effects of an influx 
of cash or gold into the banking system, we avoided any supposi- 
tion that the funds came from another banking system having 
dealings with the first one. Nor is such a supposition logically 
necessary: the funds may, of course, come from the mint, from 
the printing press, or from hoards. But in reality all the leading 
nations are in close financial contact with one another, and it is 
tempting to consider ways of analyzing the interrelations prevail- 
ing in such a universe of connected banking and currency systems. 

Despite the factual complexity of the problem, it would be en- 
tirely possible, with the aid of a few rigid guiding assumptions, to 
work out a self-consistent analysis on a priori grounds, much as 
we have already done for a single isolated system. But in point 
of fact it seems unlikely that the resulting coefficients, designed 
to describe the mutual adjustments and limitations which operate 
between countries, would have much practical significance. Inter- 
national financial relations are as yet too loosely organized, too 
variable, and frequently too indeterminate to give such co- 
efficients real meaning. Within a country, when a single bank 
expands its loans unduly, most of the newly created purchasing 
power soon flows directly from it into other banks. In conse- 
quence, the expanding bank loses reserves, and its expansion is 
checked. Between countries, however, that does not happen. No 
part of the newly created purchasing power of one country ever 
“flows” directly into other countries; and there is hence no 
directly consequent loss of reserves or directly consequent check 
to the first country’s own expansion. The correction, if indeed it 
takes place at all, is indirect; it works through international ad- 
justments of the effects which the expansion itself produces in the 
expanding country, on national prices, production, interest rates, 
and the like. The older classical doctrine, of course, placed chief 
emphasis on the corrective réle of gold flows, but post-war ex- 
perience has revealed an essential indeterminateness, at least 
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within wide limits, in the relations between gold flows, bank de- 
posits, and general business conditions in the countries involved. 
We shall therefore make no attempt here to set up the inter- 
country coefficients which might seem logically necessary to com- 
plete our analysis. 

5. One further point should perhaps be stressed. The various 
system coefficients show the maximum expansion of member bank 
created deposits which is initially possible in the various situa- 
tions defined. But after the given maximum expansion is com- 
pleted, the ratio of the final net increase in member bank deposits 
to gold will be somewhat lower than the value of the particular 
coefficient which is relevant. This is true because some of the 
newly created deposits are utilized in the form of cash, and the 
total volume of new deposits, after their initial creation, is then 
reduced somewhat by this conversion of deposits into cash. The 
ratio of the maximum increase in member bank loans (less ad- 
vance discounts) and investments to gold, however, will be the 
same as that of the relevant coefficient for initial deposit expan- 
sion. It is necessary to keep these considerations in mind in exam- 
ining the statistics on actual expansions. Where the coefficient 
E” is applicable, for example, as in the case of surplus Federal 
Reserve Bank gold reserves, the value of the coefficient itself, 
with the same constants as before, is 15.35. But after a given 
maximum expansion of member bank deposits is completed, the 
ratio of the final increase in member bank deposits to the original 
surplus Federal Reserve Bank gold will be this coefficient value, 
minus the appropriate allowance for that drain of cash into circu- 
lation which the deposit expansion itself entails. Here, the ratio 
will be only 14.08. Conversely, the ratio of Federal Reserve Bank 
gold to member bank deposits is here, at the minimum, not 0.065 


but 0.071. 





VI. SUMMARY; CONCLUSIONS 


1. Subject to the qualifications indicated in preceding sections, 
the implications and the numerical values of the principal co- 
efficients for the maximum expansion of commercial bank deposits 
can now be summarized. The several numerical values of the co- 
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efficients, which are obtained when various alternative values are 
assigned to the component constants, are indicated in the ac- 
companying Table IV. 

Of the four sets of values shown in the table, those in Group I 
appear at first glance to rest on the assumptions which come 
closest to approximating the situation in the United States. But 
in recent years the circulation of cash in this country, as remarked 
at earlier points, has apparently had little or no correlation with 
the movement of bank deposits. In analyzing the limits on ex- 
pansion it therefore seems more accurate, at least for fairly short 
periods, to take the constant / as zero. Under that assumption, 
the appropriate coefficient values are the ones presented in 
Group II; except for a single bank, they are very substantially 
higher than those of Group I. The propriety of using these latter 
values, however, remains to be demonstrated by further empirical 
investigation. It will also be recalled that the value of 0.10 here 
assigned to r may prove on investigation to be excessive (Part 
III, sec. 1). If a lower value is given to 7, the values of the co- 
efficients are again raised somewhat. 

The coefficients of Group III, except those for the single bank 
acting alone,“ rest on assumptions which probably approximate 
the conditions prevailing in the more advanced European coun- 
tries under stable monetary conditions. The coefficients of Group 
IV illustrate the situation when the note circulation is relatively 
large. The coefficient values are here very small. 

As between the various sets of central bank coefficients, those 
in the E” and F” series correspond most closely to the situation 
within the Federal Reserve system. With respect to American 
banks which are not members of the Federal Reserve system, the 
situation may be theoretically indeterminate, but the dominance 
of the Federal Reserve makes it possible to apply these coefficients 
to the country as a whole without the likelihood of serious error 
(see Part V, secs. 2c and sec. 3). In most foreign countries, on the 
other hand, the central banks hold little or none of the commercial 

“ The relative size of the average bank is much larger in Europe than in the 


United States, and the single-bank coefficients hence have substantially higher 
average values than those shown in Group III (see Part I, sec. 7). 
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TABLE IV 


NUMERICAL VALUES OF THE COEFFICIENTS OF MAxtmuumM EXPANSION 
UNDER VARIOUS ASSUMPTIONS 


(R=0.35, R’=0.40) 
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TABLE IV—Continued 
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II. For te of member 
banks (=én) Qn 5-74 6.81 3.51 




















banks’ minimum reserves. Here the E’ and F’ series of coefficients 
are applicable instead, but, since the assumed values of R and R’ 
are close together, the indicated values of the coefficients them- 
selves are not far from those appropriate to the Federal Reserve 
system. If the note-issuing central bank holds a substantial por- 
tion of the member banks’ minimum reserves in the form of de- 
posit balances, however, yet does so without maintaining specific 
minimum gold reserves against these balances, the situation may 
be indeterminate. At the extreme limit, materially higher limiting 
ratios than those presented in the table may then prevail between 
member bank deposits and central bank gold. But in the leading 
foreign countries, central bank deposit liabilities are only a small 
fraction of note liabilities, and such balances with the central bank 
are ordinarily only a small fraction of the member banks’ own 
reserves. In addition, the central banks in fact usually treat 
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these liabilities very conservatively, with respect to the reserves 
maintained against them. For practical purposes, the theoretical 
possibility of great expansion through this channel can hence be 
ignored. 

Further comment on the conclusions suggested by comparing 
the numerical values of the coefficients under the several differ- 
ent assumptions made in the table is unnecessary, since they are 
of a self-evident character. Perhaps the most conspicuous fact is 
the important and presumably variable part played by the term 
h, ratio of cash in circulation to total net member bank deposits. 
When / is small or zero the coefficient values are comparatively 
big, under the other assumptions used in the table; when 4 is 
large, they shrink to small proportions. Algebraically, h is no 
more important than 7, the member banks’ average minimum 
reserve ratio. But all solvent commercial banks actually observe 
some sort of reserve requirement, which is usually fairly stable, 
whereas the relation between the quantity of cash in circulation 
and changes in bank deposits is variable and uncertain. Exten- 
sive empirical investigation will be required to establish for each 
country the true character of this relation, and hence the appro- 
priate values of the coefficients of maximum expansion. 

2. There is one other problem on which the coefficients cast an 
interesting if not entirely conclusive light, and one to which refer- 
ence can properly be made here. This is the problem of the real 
effectiveness of central bank discount rate manipulation. 

At first sight, the coefficients appear to give two mutually in- 
consistent answers. The coefficient for the maximum possible ex- 
pansion of the system as a whole on the basis of rediscounts, (,, 
has a value of between 5.74 and 10, depending on the closeness of 
the correlation between changes in the note circulation and 
changes in the volume of bank deposits. On this basis, it seems 
difficult to believe that central bank discount rate manipulation 
can have much effect in checking a general business expansion. 
Even if the member banks passed on the whole cost of rediscount- 
ing to their own customers, this cost would be diffused, at the 
least, over from $5.74 to $10.00 of new loans for every dollar of 
rediscounts. At a central bank rate of 5 per cent, the increase in 
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the charge to member bank customers, borrowing against the ad- 
ditional reserve funds obtained through rediscounting, would be 
only between 0.5 and 0.9 of 1 per cent. This additional charge on 
customers produced by the necessity of rediscounting is small; and 
the deterrent effect on them will be made almost negligible if the 
member banks distribute the charge over the totality of their 
loans, instead of confining it to only those borrowers whose 
operations increase the aggregate size of the banks’ deposit liabili- 
ties. 

On the other hand, the coefficient for a single bank expanding 
alone on the basis of rediscounts, Q,, is small. Under American 
conditions, such a bank can expand by only between 1 and 1.2 
times the amount of its rediscounts, except temporarily. But here, 
too, the bank is not required to pass on the cost of its rediscounts 
solely to those customers who negotiate net additional loans with 
it. The bank can spread the cost, if it chooses, over the totality of 
its loans. In that event, the increased charge on its customers per 
dollar of customer borrowing will again be small, and again seems 
unlikely to exercise much restrictive effect on the expansion of the 
bank’s customers themselves, if this expansion is at all en- 
thusiastic. 

These considerations indicate that, contrary to the views of one 
school of opinion, the direct “mechanical” effect of central bank 
discount rate manipulation in stopping a general expansion of 
bank credit and business activity must be small at best, even 
when the central bank rate itself is “effective” in the sense that a 
considerable part of the member bank community is paying this 
rate. Yet if this is so, how are we to account for the undoubted 
success of central banks in stopping expansion by raising their dis- 
count rates, on numerous occasions in the past even though not on 
all? In particular, how shall we account for the success of the 
Bank of England before the war, when open-market operations 
were used relatively little? 

Apart from the cases in which discount rate manipulation is ac- 
companied and perhaps made effective by open-market opera- 
tions, several possible lines of explanation suggest themselves. 
First, member bank rates on their loans to customers are usually 
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comparatively inflexible. When this condition prevails, the cost 
of rediscounting falls in the first instance directly upon the mem- 
ber banks’ own profits, instead of being passed on to customers. 
It is true that, if loans increase, gross profits will also increase; but 
the decrease in the rate of net profit per dollar of loans, which may 
be produced by rediscounting, may well operate as a deterrent to 
hasty expansion on this basis. Second, any one bank expanding 
alone on the basis of rediscounts can expand by very little more 
than the amount of the rediscounts themselves. If the central 
bank puts up its rate as soon as any substantial increase in the 
volume of rediscounting appears, it not only will discourage fur- 
ther rediscounting but will give the member banks a strong in- 
centive to pay off their outstanding rediscounts by contracting 
their own loans, instead of expanding farther. The central bank 
will thus check the secondary expansion of member bank deposits, 
which would otherwise have taken place as reserve funds passed 
through clearings from the original expanding banks to other 
banks, and which would thus have given the latter banks addi- 
tional reserves at no additional cost, on which they could have 
expanded themselves. 

Third, in so far as business financing is handled through the bill 
market, the rates paid by the ultimate business borrowers are not 
inflexible. If the central bank manages to establish control over 
the bill market, it can then cause its (rising) rate of discount to 
impinge directly on the business borrowers involved, on prac- 
tically a one for one basis; and if these borrowers constitute a sub- 
stantial fraction of the business community, the central bank can 
thereby bring an important and positive check to bear against 
business expansion as a whole. This is the more true, since the 
prices of other large categories of bills, which because of poor 
quality or for other reasons never themselves come “‘in’’ to the 
bill market proper, are similarly governed quite closely by the 
prevailing market rates. The power of this type of effect seems 
to have been especially great in pre-war England. Finally, a sub- 
stantial increase in the central bank discount rate has an un- 
doubted adverse influence on the minds of the business and bank- 
ing community, and often produces an effect out of all proportion 
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to any direct “mechanical’”’ consequences which the increase it- 
self could conceivably be shown to have had. 

These are partial explanations for the great restrictive effect 
on general business which central bank discount rate manipula- 
tion has often had in the past. The truth of the matter seems to be, 
however, that, if the business community and the member banks 
make a simultaneous expansionist drive on the central bank, the 
central bank will usually be totally unable to check this drive by 
discount rate increases alone, unless it goes to panic levels. Each 
bank which expands a little will help the other banks to expand a 
little, and will then in turn be helped by the expansion of these lat- 
ter banks; and the costs of rediscounting will either be spread out 
thinly and passed on to unnoticing customers or be absorbed from 
the banks’ own increasing profits. But the central bank is, of 
course, not confined to discount rate manipulation. As long as its 
ammunition holds out, it can always resort to open-market opera- 
tions, and if this device proves inadequate it can flatly refuse to 
rediscount at all. In practice, a judicious central bank manage- 
ment which fears overexpansion should presumably combine 
open-market operations with quick, severe discount rate manipu- 
lation, undertaking both measures as soon as definite signs of 
incipient overexpansion appear; and should presumably set as its 
goal something like stability in the size of aggregate member bank 
reserve balances. It should then be able to control almost any 
substantial expansionist movement, except one generated by pro- 
tracted inflows of gold from the mines or from abroad. Its success 
in combating this latter type of expansion will depend on the 
size of the assets eligible for open-market sale which it chances to 
have accumulated before the inflows began; evidently they may 
be inadequate. Whether a central bank can also deliberately con- 
trol severe and protracted overcontraction, on the other hand, is a 
far more debatable question. The history of the last few years 
suggests that, at least with our present forms of business and 
banking organization, the question must probably be answered 
in the negative. 


CorumBIA UNIVERSITY James W. ANGELL 
VittaNnova COLLEGE KAREL F. FIcek 





RECENT SOCIAL TRENDS! 
A CRITICISM 


INCE no big business corporation can afford nowadays to put a 
poor product on the market, it is manifest that no poor scientific 
product could come from the hands of such a modern and big 

“research corporation” as the President’s Research Committee on So- 
cial Trends. Its board of directors, composed of distinguished scholars; 
some forty prominent investigators, helped by an army of trained as- 
sistants and clerks; ample financial funds granted for the work; the 
most favorable constellation of circumstances under which the Com- 
mittee’s work was born and carried on—each and all of these factors 
guaranteed in advance the satisfactory results. Now, after three years 
of investigation, its main results are published in the form of the vol- 
umes here reviewed. They fulfil, indeed, the expectation. The Com- 
mittee did a substantial work, as was to be expected. 

The two volumes give a comprehensive, matter-of-fact, mainly 
quantitative description of the main changes which have taken place 
during the twentieth century in the United States. Population and vi- 
tal processes, natural resources and agricultural lands, inventions and 
communication, economic organization and occupational structure, ur- 
ban and rural life, education and mores, arts and religion, the family 
and childhood, law and criminality, government and taxation, recrea- 
tion and social welfare—in brief, almost all the important fields of so- 
cial structure and processes are taken into consideration. In each of 
these fields the main “trends” are substantially analyzed; in some cases 
the analysis being supplemented by a forecast of the probable future 
trends. In no one of the twenty-nine chapters is there anything incom- 
petent or superficial. Each is worked out by the experienced hand of a 
proficient specialist. As in any symposium, the studies are of uneven 
quality, but none is below the “standard competency.”’ 

All the studies are aimed to be “objective” as far as humanly pos- 
sible. They are “objective” in the sense that no intentional propaganda 
is noticeable anywhere in the volumes. If some of the conclusions are 

* Recent Social Trends in the United States: Report of the President’s Research Com- 
mittee on Social Trends. With a Foreword by Herbert Hoover, president of the 
United States. 2 vols. Pp. xcv-+vi+1568. New York and London: McGraw-Hill 
Book Co., 1933. $10.00. 
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questionable, this is due, not to an intentional bias, but to the unavoid- 
able humanum errare est. The studies are also “objective” in the sense 
that they are marked by the predominance of quantitative description 
of the relevant facts. The authors try to “measure” all the phenomena 
studied. Their main material, main evidence, main language, and their 
“truth” is the statistical table. A non-quantitative description seems 
to be banished intentionally as a stranger who does not belong in the 
kingdom of “objective science.” At the best it is only tolerated as an 
unwanted but unavoidable nuisance. Such assumptions have resulted 
in the presentation of an untold number of tables and figures, occasion- 
ally boring perhaps, but always comprehensible, even for a “level- 
headed” layman if he can plow through the vast stretches of the quan- 
titative wilderness of these volumes. As such, the work is a veritable 
mine of information for the layman as well as for the specialist. It is 
one of the books which are necessary for any library, private or public. 

Tosum up: The Committee has issued a sound, helpful, and reliable 
research product, quite worthy of a big, modern, and well-financed re- 
search corporation sponsored by the government. Upon the same meth- 
odological principles, the same assumptions, and the same “philosophy” 
which form the basis of the Commitiee’s organisation and research, any 
other set of directors and investigators could hardly have produced anything 
better. 

This means, that if the work, though valuable, is not a masterpiece, 
or an achievement of the first magricude, or ree from important de- 
fects, the fault is not with the personnel of the Committee, but with 
these basic principles, assumptions, and philosophy. Such a statement 
needs naturally to be corroborated. The corroboration necessitates a 
brief discussion of important methodological problems now confronting 
all the investigators of social phenomena. A critical analysis of Recent 
Social Trends from this standpoint gives an excellent opportunity for 
such a discussion. It is therefore not inadvisable to examine at some 
length the main shortcomings of the Trends. An examination of these 
imperfections may serve to indicate that they are not the fault of the 
investigators, but rather that of the inadequate methodology and 
“philosophy” on which the investigation rests. 

The methodology, epistemology, and “philosophy” of the Trends 
are given in the work itself, and in addition they are expressis verbis 
delineated in the presidential address of the director of the research, 
W. F. Ogburn: “The Folkways of a Scientific Sociology,’ and in his 


* Publications of the American Sociological Society, XXIV, No. 2 (May, 1930), 1-11. 
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volume, Social Change. Keeping in mind the clear “pronunciamentos” 
given in these works, we can understand why the studies in the Trends 
assumed the character which they have; why and how various short- 
comings have cropped up in the work. After these preliminaries, we 
turn now to a critical analysis of the Trends. 


I 


The first fundamental methodological principle of the work is the 
belief that a scientific study of social phenomena must be quantitative. 
Anything that cannot be “measured” is to be banned, or, at best, bare- 
ly tolerated somewhere at the outskirts of the “objective and scien- 
tific” study. “Quantitative sociology is bound to have an enormous 
growth. All sociologists will be statisticians.” Such is Ogburn’s dictum 
in this respect.’ One of the “trends” of the recent past which may not 
be maintained in the future has been precisely this belief, in the field of 
social investigation, in “holy and immaculate quantitativism” (a move- 
ment which, incidentally, is not mentioned in these volumes). In the 
future some thoughtful investigator will probably write a very illumi- 
nating study about this “quantitative obsession” of a great many social 
scientists, psychologists, and educators of the first third of the twenti- 
eth century, tell how such a belief became a vogue, how social investi- 
gators tried to “measure” everything; how thousands of papers and re- 
search bulletins were filled with tables, figures, and coefficients; and 
how thousands of persons never intended for scientific investigation 
found in measurement and computation a substitute for real thought 
and became “researchers,” etc. Such a situation corresponds exactly 
to Professor Ogburn’s promulgation that science “will utilize the dull 
and uninteresting persons . . . . , for science [rests] on a base of a great 
deal of long, careful, painstaking work. And many stupid persons can 
be careful, patient, methodical.’’ 

There is no doubt but that within proper conditions, quantitative 
method is one of the most important instruments of scientific study. 
But when thousands of the “stupid persons” (referred to by Professor 
Ogburn) became researchers and began to apply the quantitative meth- 
od indiscriminately, under any conditions, and to anything, when they 
began to think that f a statement were not expressed in quantitative 
terms it was unscientific, then this important method was turned into 
a “holy and immaculate quantitativism,” macaronic and extravagant. 

The contributors to these volumes, however, are too practiced to go 


3 “The Folkways” (quoted), p. 6. 4 Ibid., p. 5. 
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so far in their quantitativism. And yet many of them seem to have 
overstepped the boundary line separating the scientific quantitative 
method from the above-mentioned “vogue.” The first result of such a 
transcursion is that many studies in the Trends which purport to deal 
with the most important inner aspects of our culture and society missed 
them almost entirely. Instead they have given us an irrelevant set of 
figures which at the best either concern only “the shells,” “containers,” 
and mere “shadows of the shadows”’ of these phenomena or do not con- 
cern them at all, and are quite meaningless. Chapter xix, on “The Arts 
in Social Life,” provides a conspicuous example. In this “painstaking” 
research the author gives interminable rows of figures concerning the 
total dollar value of art objects in the United States, the number of 
symphony orchestras, exhibitions, museums, the schools in which art 
is taught, and the number of the art courses in them, the number of 
novels sold, the number of persons attending balls, etc. Even such de- 
tails as the following are not forgotten: 

One month after issue, 180,000 copies of a government pamphlet on furni- 
ture, its selection and use, were distributed (1931) [or] 

Six hundred thousand objects are lent annually by the St. Louis Educa- 
tional Museum alone [or] 

The sale of Navajo blankets is reported as above $1,500,000 in 1930 [or] 

The town of Ottawa, Kansas, with a high school population of 431 has an 
orchestra of 90 that has four times won the state contest. 


If, however, one would like to know something about the kind, the 
content, and the nature of the arts, their style, form, values, in brief, 
anything that might give an idea of the physiognomy and inner charac- 
ter of the arts in the United States for the period studied, one would 
get nothing from the study except the occasional mention of an unde- 
fined term, “modernism.” One may well ask: What literary currents: 
realism, symbolism, romanticism, imagism, or any other “isms” have 
been blossoming; for how long a period; in what order; what kind of 
mentality has been embodied in literature; what types of literary works 
have been “popular” (this could be studied even quantitatively)? 
What new architectural style has appeared? Which of the old ones— 
the Gothic, the Baroque, the Renaissance, or others—have been pre- 
dominant? What kind of paintings and sculpture—in their topics and 
forms—have been existing or prevailing? Expressionistic or impres- 
sionistic? Ideational or visual? Linear or pictorial (malerische)? Did 
the country patronize predominantly classical music, and, if so, of what 
type? Or has it enjoyed mainly jazz and “crooners”’? If all of these, in 
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what proportion? What have been the “new” developments in music? 
(Again, several of these topics could have been studied, at least in part, 
even quantitatively.) In brief, if one would like to know something of 
the phenomena of art in the period considered, one would get nothing 
from this laborious study. For the sake of contrast, read, for instance, 
E. MaAle’s monograph, The Religious Art of the XIIIth Century in 
France. Having no figures concerning a period quite unfamiliar to us, 
it gives, nevertheless, a most vivid, living, deep, and real knowledge of 
the arts as well as of the art mentality of the society and of the period 
studied. Here, then, we have a clear-cut comparison of the merits and 
demerits of quantitative and qualitative methods applied to the study 
of the arts and the social art mentality. In M4le’s study (as well as in 
many other similar studies) one cannot help getting into direct touch 
with the cultural reality of art and feeling it as clearly and really as 
though one were face to face with these phenomena themselves; in the 
Trends study one does not get the slightest idea of what the arts and the 
art mentality of the period have really been. One can but marvel at 
how an investigator could make such a long and laborious research on 
the contemporary American arts and succeed in saying nothing about 
them! 

Mutatis mutandis, to a lesser degree, the same must be said of the 
studies of the science and philosophy, beliefs and convictions, tastes 
and mores, ideology, and any other inner aspect of our culture. The 
essentials of these phenomena are almost entirely overlooked and, in- 
stead, references to the number of their “shells” and “‘shadows”—dead 
and foggy, faceless and formless—fill hundreds of pages. Even science 
—the supreme deity of the Committee—even its trends are little re- 
flected in the volumes. What methods have been predominant in the 
the scientific investigations of the period? What scientific ““vogues and 
fashions” have risen and faded? What particular theories and discov- 
eries have aroused most interest? What sciences—cosmology or chem- 
istry, biology or sociology, psychology or mathematics, economics, his- 
tory, or government, or any of the other disciplines—have been in par- 
ticular demand? For how long? By what social groups? What main 
changes have occurred in the previously accepted fundamental theories 
in various sciences? These and hundreds of other vital questions are 
touched but little, if at all. The situation is no better in regard to the 
consideration of philosophy, political ideologies, religious creeds, ethical 
and moral beliefs, and many others. What philosophical systems—ma- 
terialism, idealism, intuitivism, skepticism, positivism, neo-Kantian- 
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ism, or any other—have been dominant? For how long, and in which 
form? What has been the predominant ethical attitude of the popula- 
tion: Has it been an explicit or implicit utilitarianism, hedonism, epi- 
cureanism, stoicism, transcendentalism, or some other? In vain would 
one try to learn from the work something important about the real 
cultural and mental currents which have gestated, have been lived and 
believed in, and which compose the essence of the cultural life itself. 
At best, through the long sets of figures about the “shells” and “shad- 
ows” of these phenomena one gets some hints of what in essentials has 
been known before. 

In the study of the recent trends in religious phenomena (chap. xx) 
one finds a recast of the well-known data of the Census of Religious 
Bodies and of a few other—no-less-known—studies concerning the per- 
centage of the population affiliated with various religious denomina- 
tions, the dollar value of church property, the number of churches, etc. 
The inner religious life, however, and the changes in the religious men- 
tality of the people are hardly touched in the study. An incomparably 
greater and commendable effort was made by the investigator of the 
trends in “attitudes and interests” who attempted to indicate the main 
changes in these fields for the period studied (chap. vii). A great deal 
of energy and time seems to have been spent in that effort. But, again, 
“the quantitative passion” unfortunately turned it into “a measure- 
ment”’ of the number of the entries (titles) referring to a given attitude 
(religion, christianity, sex, prohibition, etc.) in the Reader’s Guide to 
Periodical Literature, United States Catalog, the New York Times Index 
and ina selected set of magazines and periodicals. The author and his as- 
sistants counted the number of “entries” in these sources relative to a 
given item, computed their proportion to the total of the entries of 
each of the sources for a number of years, in this way obtaining “the 
ratios of the attention”’ given to the item from year to year. This ratio 
was assumed to be an objective index of the “shifts in public opinion 
and interests.” 

Let the authors be commended for their indefatigable endurance in 
this Herculean counting of the entries. Let it be granted that in this 
way they obtained many statistical tables. Nevertheless, one learns 
little from the study which was unknown before concerning the trends 
in public attitudes and interests. One learns that “the indices” show a 
decreasing interest in religion; increasing interest in the wet sentiment; 
weakening “of the traditional sex-attitude”; favoring of an easy di- 
vorce, etc. But what of it? Was not all that patent before this un- 
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wearied manufacturing of doubtful indices? Was there any need of this 
painstaking elaboration of the obvious? Did we not already have other 
quantitative data which indicate the same? If the method chosen by 
the authors were more reliable than other “short-cut” methods, their 
procedure would have been justified. But, as a matter of fact, it is not. 
In regard to several items the study itself shows that on the basis of 
the Reader’s Guide the index points in one way; on the basis of the New 
York Times Index it points in the opposite direction; on the basis of one 
set of magazines, the result is of one kind; on the basis of another set, 


TABLE I* 


PARTIAL ECLIPSE OF PHILOSOPHICAL, THEORETICAL, PSYCHOLOGICAL, AND Psycut- 
ATRIC INTERESTS, 1900—JANUARY, 1932 








ARTICLES PER THOUSAND INDEXED 





Ire 
1905-9 1gto-14 1931-32 





- Philosophy........ 0.80 0.87 0.62 
? ic or ©.42 0.52 0.19 
0.35 0.16 0.00 


. Pessimism, optimism, time, knowl- 
edge, and other philosophical prob- 
lems 0.63 .67 04 

. Realism, idealism, vitalism, and 
other philosophical viewpoints... . ©.49 06 


Mysticism...... a 0.07 ©.33 06 

. Relativity , 0.00 0.09 19 
. Universe, space, time... . o.18 ©. 36 56 
eaae ‘ 0.61 0.25 19 

. Humanism........ Ve a 0.05 0.02 31 
Subtotal 3.60 12 














* Measured by the ratio of articles indexed in Reader’s Guide. 


it is quite different (see, e.g., pp. 411-12). Which result, then, is ac- 
curate remains either unknown or depends upon the kind of “combina- 
tion salad” of sources and indices which one prefers to mix! 

Other tables in this study show something seemingly new. Table I 
is one of the best samples of that. (The number of years studied is ab- 
breviated.) 

This table certainly contains some new figures concerning items 
which are rarely treated quantitatively. And yet I must confess it ap- 
pears almost meaningless to me. It does not indicate whether American 
philosophy has been soaring to the Platonic heights or degenerating to 
the level of a Story of Philosophy. It does not tell which philosophical 
theories have been circulating in the United States, which have been 
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predominant, which have been spreading or waning. Only in regard 
to pragmatism are such indices given; but here the meaning of the 
index 0.00 for 1931-32 becomes mysterious. Does it mean that prag- 
matism is entirely forgotten and does not exist any more? If it does 
mean that, then the index is certainly misleading, for pragmatism still 
circulates, is still studied and discussed in most courses of philosophy, 
not to mention other forms of its existence. If 0.00 does not mean that, 
then to what does it refer except “the number of entries” which, as 
such, is quite irrelevant for the problem? Furthermore, what meaning 
can classes “‘4” and “5” (in Table I) have for us? They consist in a 
lumping-together of most heterogeneous items, each of which, besides, 
must be specifically defined to have any meaning. It is as meaningful 
as a chemist’s similar statistical table would be if in one class were in- 
cluded “water, golf-clubs, steaks, books, oxygen, and ‘other chemical 
compounds’ ’”’; and in another class, “hydrogen, shoes, bread, dogs, 
pencils and ‘some other chemical bodies.’ ’’ Furthermore, what is the 
meaning of such terms as: “mysticism” and “humanism”—terms 
which, unless defined, are very ambiguous? Thus, the table seems to 
refer to only one thing: the number of entries in various groupings as 
listed in the Reader’s Guide—which is perhaps interesting and impor- 
tant for something, but which has hardly any scientific value or any 
relevance as far as the recent trends in American mentality and culture 
are concerned. 

This shows the inadequacy of an egregiously quantitative method in 
the study of cultural phenomena. It shows also something more impor- 
tant, namely, the unscientific nature of the wrongly applied quantita- 
tive method. This as well as the study on arts discussed implies a magi- 
cal belief that a quantitativist can study cultural phenomena without 
observing, or coming into contact, or “touching,” “seeing,” “hearing,” 
“smelling,” “experiencing,” “perceiving,” and “sensing” them; in 
brief, without studying the phenomena themselves. It implies that one 
can study them by a mere computation of their “shells,” “containers,” 
or their “shadows of shadows.” What else, indeed, is an attempt to 
study the art phenomena through a computation of the amount of 
money spent for entertainment in country clubs; or on the basis of the 
number of saxophones in high-school bands; or through the statistics of 
movie and dance-hall attendance! What else, in fact, is an attempt to 
study the dynamics of attitudes, interests, opinions, etc., by means of 
the number of the entries in this or that guide or index! In such studies 
the investigators not only do not come into contact with the phenome- 
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na themselves, but they do not study even the content of the papers 
and books indexed, their character, their length, their wisdom or stu- 
pidity, their popularity or unpopularity among the readers, and other 
traits. All that they study are “the dollars spent” or “the titles and 
entries” in this or that publication! It is hard to imagine a method less 
scientific and more “speculatively telepathic” than this! It is hardly 
different from the “quantitative method” of the proverbial tourist who, 
having read in Baedeker that a certain famous cathedral had seven 
hundred columns, spent the allotted fifteen minutes in counting the 
number of columns. Finding that it was seven hundred, as mentioned, 
he went away thinking that he knew all that was worth knowing about 
the cathedral! 

Even the quantitativists have to study the cultural phenomena 
themselves if they really want to know something about religion and 
philosophy, arts and mores, interests and attitudes. They have to “get 
into” these phenomena. Then, and then only, 2 computation of 
“shells” and “shadows” may be properly made, and may add some- 
thing to the knowledge obtained in the direct qualitative study of the 
phenomena. Otherwise, as in the studies analyzed, it is bound to be a 
painful elaboration of the obvious, or an objective-looking table which 
is thoroughly subjective, or a table devoid of any relevant meaning. 

In the fields of economic, technological, demographic, and natural 
phenomena these dangers are less menacing, since they deal with pre- 
dominantly material phenomena which can in some degree be directly 
measured. This explains why the defects mentioned are much less pres- 
ent in those studies of the “trends” which deal quantitatively with 
natural resources, economic, occupational, and demographic phenome- 
na, than in those which deal with psycho-social or “meaningful” 
aspects of our culture. So much for one class of shortcomings abun- 
dantly present in the volumes reviewed. 


II 


The second type of shortcomings results from the type of “social 
philosophy” which is at the basis of the whole work. We are told: 

The primary value of this report is to be found in the effort to interrelate 
the disjointed factors and elements in the social life of America, in the at- 
tempt to view the situation as a whole rather than as a cluster of parts 
The various inquiries which have been conducted by the Committee are sub- 
ordinated to the main purpose of getting a central view of the American prob- 
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lem as revealed by social trends The meaning of the present study of 
social change is to be found . . . . in the effort to look at America as a whole 
[pp. xii-xiii]. 

If such is the main objective of this entire study, I can but welcome it. 
Is the work, however, a realization of this aim? I am afraid it is not. 
The twenty-nine studies of the volumes remain membra disjecta. There 
is no organic connection between them. They do not need one another, 
do not treat the material from the standpoint of the same unifying 
principles, do not give any supreme synthesis. Apart from the common 
trends-topic, they have scarcely any other organic bond but the bind- 
ing of the volumes. If they had been published separately, they would 
not have lost anything in their value. And this, in spite of an attempt 
to set forth a system of philosophical principles which were intended 
to unify all the separate studies in one supreme “central view.”’ If we 
glance at the system of these principles, then perhaps we shall be able 
to understand why the Trends failed in this main objective of viewing 
“the situation as a whole.” 

This “philosophy”’ consists in the following: First, social phenomena 
are incessantly changing. Second, “‘not all parts of our social organiza- 
tion are changing at the same speed or at the same time. Some are 
rapidly moving forward and others are lagging.” Third, this uneven- 
ness in the rate of change is the cause of “social maladjustments.” 
Fourth, owing to inventions and discoveries, the change, as a rule, 
takes place first and proceeds more speedily in the field of material cul- 
ture (technology, economic phenomena) than in that of the immaterial 
culture, where it is slower, where it lags. Fifth, the practical solution 
of social maladjustments caused by the lack of “synchronized speed”’ 
consists in “slowing up the changes which occur too rapidly and speed- 
ing up the changes which lag.”” We should whip the lazy horse of im- 
material culture (religion, the family, mores, arts, and possibly science 
also) to keep pace with the speedy “Rolls Royce”’ of the material cul- 
ture.’ These propositions delineate adequately all the essentials of the 
social philosophy of the Trends. Representing a diluted variety of the 
Marxian philosophy, it appears simple and clear. When, however, it is 
slightly tested, it proves to be quite obscure. It suffices neither to syn- 
thesize the separate studies of the Trends, nor to provide “the central 
view” of American cultural change, nor to serve as a basis for a practi- 
cal solution of “social maladjustments,” and “for the formulation of 


5’ The Trends, pp. xiii ff.; see also Ogburn, Social Change. 
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large national policies looking to the next phase in the nation’s develop- 
ment”’—for which latter purpose the whole work was started (pp. v 
and xi). 

It is easy to talk of the greater and lesser speed of change in various 
fields of cultural and social processes. But when one tries to decide, for 
example, in which field, law or religion, industry or the family, com- 
merce or vital processes, arts or morals, the speed of change is greater, 
one stumbles over a set of insuperable difficulties. For such a decision 
one has to have a unit of velocity of change. Mechanics, in regard to 
the velocity of motion, has such a unit. It is the resultant of the units of 
distance traveled by the moving body divided by units of time. This 
unit evidently is quite inapplicable to the measurement of social 
change. There is no sense in saying that in a change from the Gothic to 
the Baroque style, or from Christianity to Buddhism, or from the 
horse-wagon to the automobile, or from capitalism to communism, or 
from the Ptolemaic to the Copernican system, so many units of dis- 
tance are traversed in so many units of time. In order to do this there 
must be some “unit of social change’’ devised so that we can measure 
the comparative velocity of the change in various social processes. 
Otherwise, all talk of different speeds is idle articulation. Have Profes- 
sor Ogburn or the Committee offered such a unit of social change? 
They have not. They have not even made any attempt to do so. Ergo? 
Let the reader himself provide the conclusion. 

The conclusion made will be additionally reinforced when one con- 
siders that most social changes are not so much quantitative as quali- 
tative; that most of the qualities are quite heterogeneous and irreduci- 
ble to one another or to any common quantitative denominator. For 
these reasons we cannot “measure” the comparative speeds of the va- 
rious “compartments” of culture. If within the same period of time, 
say one hundred years, steam-power is replaced by electricity; the ro- 
coco style in architecture by the neo-classic; Roman Catholicism by 
Protestantism; Shakespeare by O’Neill; Beethoven by Gershwin; cos- 
tumes of the sixteenth century by those of the twentieth; monogamic 
indissoluble family by compiete liberty of sex unions; granted all this, 
can we say where the speed of change was greater and where it was 
lesser? Hardly. We do not have any common measuring device to de- 
termine the comparative degree of change, and, consequently, the 
speed of the change, because the changes are qualitatively incommen- 
surable and irreducible to any quantitative common denominator. It 
is true that in some fields and in some cases we seem to measure the 
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speed by the “percentage” of the change within each field over a cer- 
tain period of time. If, for instance, within a period of twenty-five years 
so per cent of horses are “replaced” by motor cars; the divorce rate in- 
creases by 25 per cent; short skirts are entirely replaced by long ones, 
i.e., 100 per cent; the Republican vote loses 50 per cent; then, it seems, 
we may say that the speed of change in the field of fashion (using the 
length of skirt as an index) is four times as fast as that in the field of the 
family (as measured by the divorce rate) ; twice as rapid as in the field 
of the “horse-motor car” etc. I am afraid such a type of conclusion has 
been drawn, indeed, by many. It appears to be the only meaning which 
“the speed” of social change, quantitatively measured, can have. 

The conclusion is, however, so preposterous that it is hardly neces- 
sary to show at length its absurdity. It is enough to say that in most 
of the social changes this “index” is quite inapplicable where the 
change is of such a nature that one cannot measure it quantitatively, 
by percentages: for instance, in a modification of religious, scientific, 
aesthetic, moral, and other conceptions of tastes, of styles. The ineffec- 
tualness of such measurement of social change can easily be seen when 
one attempts a practical application of it for the solution of social mal- 
adjustments or for directing the national policies. The solution con- 
sists, as we have seen, in a synchronization of social change, or equali- 
zation of the speed of change in all social processes. If the speed of 
change is measured by the percentage of the change in each field within 
the same period of time, then the solution of all the maladjustments 
seems to mean, for example, that birth-rate has to fluctuate as rapidly 
(say 75 per cent within fifteen years) as the fashion of dress, as the 
shift from one religion to another or to atheism, as that from the mono- 
gamic to the polygynous or polyandrous family, from capitalism to 
communism, from poverty to riches, from the horse to the tractor, from 
monarchy to republic, from epicureanism to stoicism, etc. All these 
and thousands of other quite different social processes must change at 
the same “‘speed”’ in the foregoing sense of the word if there is to be 
“synchronization.” It is hardly necessary to add that even an un- 
balanced person can hardly imagine anything more unsound and social- 
ly harmful than this kind of “synchronization” and equalization of 
speeds and this method of “adjustment of social maladjustments.” 

Further, to see all the emptiness of the theory discussed it is enough 
to ask one’s self, for instance, what type of family structure, what type 
of religion, is best adjusted to the present industrio-economic set-up? 
Does the patriarchal or matriarchal family, the childless or ten-child 
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family, low or high divorce rate, provide the best adjustment to con- 
temporary economic conditions? What kind of religion: Christian? 
Confucian? Buddhist? Atheist? Religion 4 /¢ communist militant 
materialism? Or that of Elmer Gantry? Which is “the best adjusted” 
religion to the existing economic conditions? It is enough to put such 
questions in order to make it clear that the theory discussed does not 
and cannot provide an adequate answer. 

Finally, the whole theory, when logically thought through, implies 
one of the most questionable kinds of moral, social, religious, and aes- 
thetic cynicism. Does it not hold that those changes which are the 
earliest in time and speediest in velocity are the best and represent the 
supreme value to which all other values should adjust themselves? If, 
therefore, the economic organization which, according to the theory, 
changes earliest and most rapidly begins (for whatever reasons) to dis- 
integrate, then religion, art, morals, science, the family, the govern- 
ment, and other social values and organizations, it seems, should dis- 
integrate also in the process of “adjustment” to, and “synchronization” 
with, these economic conditions. The logical answer to the theory is 
‘tyes’; the common sense and really scientific answer is “‘no.’”’ One of 
the reasons for such an unexpected result of this theory of “‘adjust- 
ment” is that it, like most of the prevalent theories of “adaptation” and 
“adjustment,” leaves these concepts unanalyzed and only scratches 
their surface. This is not the place to substantiate this statement; but 
the reviewer, who for some time has been working over these problems, 
hopes to do that in a monographic study to be published some time in 
the future. 

These remarks are sufficient to indicate the inadequacy and inner 
confusion of the guiding and unifying principles of this treatise on “‘so- 
cial trends.” Such loose ideas naturally could not unify the studies and 
could not offer any “central view’’ of the social trends in the United 
States. For such a solution there seems to be necessary, in addition to 
“facts,” a great deal of “imagination,” “insight,” “refined thought,” 
and real “understanding” which are so derided by Professor Ogburn 
(see the “Folkways” quoted). In spite of this derision, without them no 
“home-made philosophies” and figures can rise to the perspicuous 
heights necessary to obtain such a “central view.” 


Ill 


Up to this time I have indicated the main shortcomings of the basic 
principles and methodology of the Trends. I have not said anything 
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about the “fact-finding” and the “inductive conclusions” based on 
these facts. What of this field of “the facts” which is the pride and “the 
holy of holies” of the work reviewed? There is no doubt that in this 
respect the situation is better; and yet, it is far from being “faultless.” 
Take, for instance, the supposedly “inductive” conclusions of the vol- 
umes. When factually examined, not all of them appear to be “‘induc- 
tively” warranted at all. As an example, let us take the main conclu- 
sion concerning the recent trends in inventions and discoveries (chap. 
iii). Having given the summary statistics of patents, inventions, and 
discoveries from well-known sources, and having mentioned a decreas- 
ing rate of inventions after the war, the study concluded: 

More and more inventions are made every year, and there is no reason to 
think that technological developments will ever stop. On the contrary, there 
is every reason to expect that more inventions will be made in the future than 
in the past [pp. xxv, 125-26]. 


It so happens that the reviewer has also had occasion to study this 
field a little. On the basis of his study he does not think that this con- 
clusion, so positive in its tone, is really inductive and based on the total 
body of “the facts.” If the totality of the relevant data does not per- 
mit definitely a “pessimistic” forecasting, it still less warrants “the op- 
timistic” statement quoted. In the first place, a statistical analysis of 
the Darmstiidter work quoted by Professor Ogburn, plus additional 


sources, shows that several times before, in Greece, Rome, Arabia, 
Egypt, the Byzantine Empire, the curve of inventions and discoveries, 
after climbing up, went down, and, I may add, began to go down just 
when many of the best minds of these cultures did not expect it at all. 
If such a thing could happen before, there is no guaranty that it cannot 
happen again. Second, both in the United States and in Great Britain 
the statistics of patented inventions show unmistakably a uniform 
tendency toward a decreasing rate of increase of inventions—a fact 
mentioned correctly in the study. More than that: In both countries 
some of the main fields of inventions show clearly not only a declining 
rate but a declining number of inventions up to 1931. In the field of 
the telephone in the United States the peak year was 1925; of the spin- 
ning machine, 1888-89; of the steam engine, 1867-68; of looms, 1904; of 
cotton machinery in general, 1910; of the telegraph, 1885; of the auto- 
mobile, 1923; of the radio, 1928; of the airplane, 1919. Thus far, there- 
fore, there is no serious reason to claim even a trend of constant increase 
of the mere number of inventions. As to their qualitative importance 
there is hardly any doubt that in most of these and several other fields 
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the most important inventions were made at an earlier and not at a 
later or more recent period. But even this is not the main reason. Tech- 
nological inventions are considerably dependent upon the important 
discoveries in the field of the exact and natural sciences. What has been 
the trend in this field? Statistical analysis of the data given in the work 
of Darmstidter and other still more detailed sources shows that in 
most of the natural sciences the number of the important discoveries 
is not increasing but rather declining: in mathematics, since 1701-50; 
in chemistry, since 1851-75; in geology, since 1826-50; in biology, since 
1851-75; in medical sciences, since 1880-89, etc. As to the qualitative 
importance of the discoveries, there hardly can be any doubt that they 
belong to the seventeenth and the first half of the eighteenth centuries 
rather than to the recent times. Not adding other reasons, the fore- 
going shows that the conclusion discussed is hardly inductive and that 
the study does not present adequately the other side of the picture. In 
a similar way, one can question several other conclusions of the volume 
from the standpoint of their “inductivity and factuality.”’ 

As for the “fact-finding’’—that is, finding the new relevant facts and 
the new material—the Trends gives something in this field like the 
above-mentioned “‘new facts” and “new figures.” Nevertheless, the 
overwhelmingly greater part of the facts given is old, taken from the 
census and other well-known publications. In their substance and 
body the volumes reviewed are not so much a fact-finding as a fact- 
transcribing work. If one takes almost any one of the chapters of the 
volumes, on the one hand, and a good standard textbook in the field, 
on the other (not to mention monographic studies), one finds in a corre- 
sponding textbook practically all the facts of an appropriate chapter. 
Perhaps two or three chapters of the volumes are an exception to this; 
but most of them are but a variety of textbooks in some twenty fields 
bound together. 

Some of the contributors to the Trends seem to think, however, that 
they have made important discoveries. Thus, for instance, the investi- 
gators of “Rural Life” (chap. x) seem to regard as a “discovery” (see 
p. 545) the fact that the value per acre of farm property is higher in 
the city-county than in the rural regions farther from the city; or that 
the fecundity of the rural population “‘is measurable in terms of dis- 
tances from the urban centers.” Another investigator ponderously de- 
clares that “the metropolitan community is not a static thing 
is a product of development and change and is certain to develop and 
change in the future Each great city has its sphere of influence” 
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(chap. ix, p. 444). A third investigator reveals that the new apartment 
houses in the metropolitan communities tend to have smaller apart- 
ments than before, etc. If these and many other platitudes were written 
in an elementary textbook, nobody would have objected. When, how- 
ever, they fill pages and pages of the volumes of an outstanding “Re- 
search Committee,” then one may recall to the reader a character of 
Chekhov’s who seriously claimed to have discovered that “the Volga 
flows into the Caspian Sea,” that “after the Spring comes Summer, and 
after the Summer, Fall, and after the Fall, Winter.” A real scholar 
hardly needs to imitate this character. Perhaps, one of the reasons why 
such an imitation appeared in this work is the widely accepted opinion® 
that it is quite unimportant for a scientific sociologist to know the pre- 
vious theories and works in the field. On this basis it is possible, in- 
deed, for every contemporary passenger to America to claim discovery 
of this country. But again such a claim has hardly any chance of rec- 
ognition. 

If in the Trends there is not much of real fact-finding, there scarcely 
can be much of new results. They are considerably lacking indeed. 
This becomes evident at the very beginning of the first volume. It 
opens with a chapter: “A Review of Findings by the President’s Re- 
search Committee.” Among all the “findings” enumerated there is 
scarcely one which was not known before, and was not iterated and re- 
iterated in many previous discussions. Indeed, who did not know, be- 
fore the appearance of the Trends, that the consumption of energy has 
been increasing while natural resources were decreasing? Who did not 
know that the divorce-rate has been rising; the birth-rate falling; rural 
population decreasing; urban increasing? Most of the fifteen hundred 
pages are taken up with an industrious elaboration of these and other 
equally known trends. Struggling through an endless progression of 
familiar tables and data, one cannot help longing for something new, 
indeed, even if it were only the flamboyancy of the technocrats. And 
one can hardly be blamed for such a longing! 

It is regrettable, indeed, that the Committee turned its talents, 
energies, and resources in the direction of recapitulation of known 
trends and data. It could have given us something incomparably more 
valuable, revealing, and creative had it directed its attention to seeking 
out the trends and tendencies which are unknown or little studied. 
Briefly summarizing the previously known trends and adding to them 
a thorough investigation of the less known and unstudied trends, the 


® See “Folkways,” p. 7. 
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Committee would have greatly enriched our knowledge of the social 
world we live in. This knowledge unfortunately is not much enhanced 
by the Trends as it is. 

It is regrettable also that the Committee cut the wings which might 
have enabled it to soar a little above “the facts’’ and “the figures” and, 
fearing “speculation” and “philosophies,” “imagination” and “theo- 
rizing,” landed on a low hill of the “philosophy of synchronization.” 
This has deprived the work of the possibility of providing any “central 
view” or any dominant perspective within the dark forest of the nu- 
merous special trends and facts. In this respect, after the Committee’s 
work we are as much lost among this chaotic multitude of events as 
before. Since these competent scholars do not undertake to open “‘the 
central vista,” either because it is risky or because they cannot or are 
not inclined to do it, should we blame ourselves and the public for 
turning, in this quest, to such works as those of O. Spengler, or of the 
“technocrats,”’ or to the flat philistinism of H. G. Wells, or to the shal- 
low brilliancy of E. Friedels, or to a legion of others, none of whom can 
do it satisfactorily? Since even the Committee agrees that this task is 
supreme, is it not more advisable to attack it, foreseeing a possibility 
of many failures until it is at least partially solved, than to grind again 
and again the census and other known data without any risk of a failure 
but without any chance of creating ‘‘a pathfinding and epoch-making 
contribution”? We should be grateful to the Committee for what it 
has given, but, in all sincerity, we must confess it has not given us all 


that it could. 
Pitrrm A. SOROKIN 


HARVARD UNIVERSITY 


A REPLY 

A chapter on the methodology of the study of Recent Social Trends 
was omitted from the volumes partly in the interests of space and part- 
ly because the report was for the general reader. It was assumed that 
the methodological procedures and limitations would be clear to the 
social scientist. But apparently they are not. Part of the space 
allowed me by the editor for reply to Professor Sorokin’s criticism 
may be used in setting forth the guiding ideas in the method used. 


I 


There was no especial insistence on the statistical or quantitative 
method. Professor Sorokin seems to think such was inevitable because 
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I made an address some years ago on the customs and manners of quan- 
titative sociologists and he seems to assume that this address contains 
the methodological procedures of the social-trends study. As a matter 
of fact, one of the two chapters I with collaboration contributed to this 
report is not even remotely quantitative. The other chapter has only 
one small table. As to the report as a whole, the reviewer sees there 
“vast stretches of quantitative wilderness,” and “an untold number of 
tables,” and “non-quantitative description seems to be banished in- 
tentionally ” The facts are that only one-tenth of the space is 
taken up with tables, and there is much more space given to non- 
quantitative description than to quantitative. The tabular space is 
actually smaller than is found in the recent publications of the Brook- 
ings Institution, a research organization making no special claims of 
using the quantitative method. But Professor Sorokin seems to have a 
prejudice against tables (one might say a “complex” judging by his 
rush of words and the nature of his colorful and exaggerated adjec- 
tives), and like the victim of hallucination, sees what does not exist. 
He says, for instance, that the author [of the chapter on “The Arts in 
Social Life’’] gives “interminable rows of figures.” If he had himself 
used the quantitative method instead of the impressionistic, he would 
have noted that there are only ten rows of figures in the one table in 
that chapter of 25,000 words. In making his case against statistics he 
says, apparently to indicate the indiscriminate use of the quantitative 
method, that the author of this chapter on the arts gives statistics “‘of 
entertainment at country clubs, of saxophones in high-school bands, 
of movie and dance-hall attendance, and of numbers of persons at- 
tending balls.” Since the author of the chapter in question does not 
mention any records of these things, I raise the question as to whether 
the cartooning method of the reviewer is not carried beyond all reason. 
Another instance is in the case of the chapter on “Social Attitudes and 
Interests,”” where the reviewer states that the author does “not even 
study the content of the papers and books indexed.” Perhaps from 
one-third to one-half of the time of the investigators for this chapter 
was spent in reading articles and books. Many tables are drawn up 
on the content of articles read by them (and it is so stated in the chap- 
ter). There are many other types of such inaccurate statements by 
the reviewer in his comments on religion, art, and inventions which I 
shall not have the space to call to the attention of the reader. I cite 
this point also because many will read Professor Sorokin’s review who 
will not read the 1,600 pages and 800,000 words of the report. And I 
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do question whether his oratorical method of repetition of phrase and 
idea and his poetic words do not give a false impression of the report. 

The remarks here made are in no sense an apology for the statistical 
method. They are merely a check on the points of attack in the in- 
terest of accuracy. The plan for the social-trends study did not call for 
a quantitative approach as such. We simply tried to answer the ques- 
tion, “How do you know it?’’ Such of the quantitative method as was 
employed followed from our attempt to answer that question. Some 
scholars try to answer it by citing authorities. But scientists, being 
quite critical of authorities, prefer to cite data. Data are presented in 
two forms, words and numbers. The use of words is in some cases 
quite satisfactory, but it requires so much space that often only a very 
few illustrations are given, which of course leads to the dangers of bias 
in choosing the illustration. Counting does not get rid of the dangers of 
selection but the counting technique does afford some very good checks 
against such errors. I think generally the choice between presentation 
of evidence in words or in numbers is dependent upon the nature of the 
material. For some of the chapters, as, for instance, the one on “Law,” 
the evidence could only be cited by description, and for the report as a 
whole description by words is far more frequent than by figures, not 
because figures are inferior but because they were not available. 

If there is a choice between words and quantities, it is an interesting 
question which is preferable. One might infer that Professor Sorokin, 
if describing the trends in the size of the family, would prefer to say 
that the family has decreased a little or greatly. One wonders how he 
would know what to say, if he did not study it quantitatively. Perhaps 
he would just say it had decreased. I would prefer to say it has de- 
creased approximately 25 or 30 per cent since colonial times. 

The reader may be interested in learning how this test of answering 
the question “How do you know it?” worked out. A very large number 
of statements were obvious, in which cases it was not necessary to cite 
evidence. This was also true of a number of unimportant statements 
where the citation of evidence was irrelevant. The difficulty lay in 
knowing where to draw the line. In some cases I imagine we have cited 
evidence when it was not necessary. But in perhaps more cases data 
were not given when they should have been. After writing many state- 
ments without data (as in the case of the irrelevant or the obvious), one 
gets the habit. It is so easy to make statements without evidence. In 
still other cases material was introduced simply as a setting, and some- 
times contributors attempted to give interpretations or say what the 
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meaning was (without, I mean, applying this test, ““How do you know 
it?” to the interpretation and to the meaning). This occurred a good 
many times, but in all cases we hoped that it was clear to the reader 
that the author was giving his own opinion and not proof. If it was 
quite obvious, there seemed no danger in the procedure. 

I judge that Professor Sorokin’s feeling against statistics is not a dis- 
like of the precise statement so much as it is that statistics do not deal 
with the inner meaning of things. He says, for instance, that this quan- 
titative method deals only with the “shell” and the “shadow.” Since 
these expressions are repeated three different times, I infer that this is 
his chief complaint, for he singles out for discussion the chapters on 
“The Arts in Social Life” and “Changes in Religious Organizations.” 
Of course, the scientist is undoubtedly handicapped in drawing con- 
clusions as to what things mean, because he is restrained by the ques- 
tion “How do you know it?” The poet or the religionist is much freer 
to speak of the inner meanings of things, because he has only to say 
the meaning “to me’’ is so and so. Nor is the essayist in general de- 
barred from interpretation in those cases where statements cannot be 
checked by evidence, as is the scientist. But in the trends study we 
did not try to be poet or preacher. 

The statistician does often deal with what appears to be the “shell.” 
For in certain cases statistics do not exist except for minor parts,there 
being no statistical data on the more fundamental issues. No one re- 
grets this more than the quantitativist. The social scientist, who uses 
other methods than the statistical, has a somewhat greater range than 
the statistician. So, as the scientist has greater range than the statis- 
tician, the intellectual has a greater range than the scientist, for he is 
much less bound by limitations of method. This is very noticeable in 
psychology, where the various psychoanalysts deal with inner meanings 
much more than the laboratory psychologists. 

This limitation of data and method was very troublesome, particu- 
larly in those fields the reviewer singles out, the social arts and religious 
organizations. In such a field there are, say, seven parts: a, b, c, d, e, f, 
and g. We could answer the question “How do you know it?” with re- 
gard to e, f, and g, but could not, for lack of data, on say a, b, c, and d. 
What to do? If only e, f, and g are dealt with, then the picture is in- 
complete. If approximations or guesses are given on a, b, c, and d, then 
the report drops into a morass of opinion, emotion, bias, and specula- 
tion. In the case of the two chapters in question, the scope was re- 
stricted to social arts and organized religion although the reviewer 
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seems not to perceive this despite the fact that the author on the arts 
says: “The reader is respectfully reminded that the chapter is a study 
of changes in American Society, in which anything that has given aes- 
thetic satisfaction to a considerable group of people is regarded as of 
importance. It is mot a study of American art, and many matters are 
treated very briefly or even omitted entirely which would deserve a 
prominent place had the reverse been true” (p. 960). Professor Soro- 
kin’s onslaught upon the chapter on the arts is to me quite astounding. 
He speaks of the “interminable rows of figures.” There are so few 
figures on art life in America that by express agreement we had to aban- 
don for this one chapter the customary test of data, as the opening of 
the chapter clearly states. Such data as were available were collected. 
But for many of the trends where there were no records we had to fall 
back on what we called collective opinion. So the chapter was written 
leaving in many indications of trends for which records were not avail- 
able. The chapter was mimeographed and sent to sixty artists, stu- 
dents of art, and art critics in various fields and their opinions were 
solicited on those statements for which there were no records, and ad- 
justments were made to accord with this general collective opinion. 
Yet Mr. Sorokin complains of too many statistics. Perhaps in our zeal 
to get evidence in this field of few records, those which we were able to 
collect seemed fragmentary. The Europeans have undertaken to col- 
lect records of art activities, and when their record forms are developed 
and kept periodically, our statistics will seem less fragmentary. But 
such fragments as “six hundred thousand objects are lent annually by 
the St. Louis Educational Museum alone” we have purposely noted. 
In the first place, it gives an interesting indication of the participation 
of museums in our daily life—a very important matter—and, second, it 
records a bench mark against which the use of the museum ten or twen- 
ty years from now may be measured, for determining whether museums 
are playing a lesser or greater réle. 

Despite the fact that this chapter was read and approved heartily 
(in almost all cases) by sixty artists and art critics, Professor Sorokin 
writes: “One can but marvel at how an investigator could make such a 
long and laborious research on contemporary American arts and suc- 
ceed in saying nothing about them!” To me the chapter was extraor- 
dinarily rich and informing, and those with whom I have talked who 
have read all the chapters generally place it among the two or three 
most interesting chapters. It is a most valuable chapter because it is 
the only study so far as I know of the réle of art in social life. It is not, 
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as the author states, a history of art. This tendency of reviewers to 
criticize an author for not doing something he never intended doing is 
one of their two main mistakes. The other common error is to utilize a 
review as a platform from which to expound the opinions of the re- 
viewers on other subjects. 

Professor Sorokin complains that “the inner religious life and the 
changes in the religious mentality of the people are hardly touched in 
the study.” He wants to know the trends in neo-Kantianism, skepti- 
cism, transcendentalism. He thinks we should have recorded the trends 
in realism, symbolism, and expressionism, and in many other aspects of 
art, religion, and philosophy. I should like to see an account of trends 
in these various subjects written by Professor Sorokin in the short space 
of two chapters that covered much else besides, and then I should like 
to apply the test of the question ““How do you know it?” I daresay he 
would have his answers, but I suspect I could find dozens of others who 
would disagree. 

In holding out to us MAle’s book on religious art in the thirteenth 
century as a model, he says, “One cannot help getting into direct touch 
with the cultural reality of art and feeling it.” I would raise the ques- 
tion as to how he knows he was in touch with the cultural reality of the 
thirteenth century rather than with the picture of reality in the thir- 
teenth century which Mle carried around in his head? He seems tothink 
that “‘to feel it” is the thing. This is, of course, what many artists and 
religious persons want to make you do—to feel it—but the object of 
science, as is usually admitted, is to give you new knowledge rather 
than to give you feeling tones. The poets do that much better. 

At times Professor Sorokin seems to be reviewing my presidential 
address on “The Folkways of a Scientific Sociology” instead of Social 
Trends. A brief reference to this paper may therefore be appropriate 
since it concerns an idea relevant to this discussion of method. The at- 
tempt was made in this address to mark off the field of scientific ac- 
tivity as a small part included in a much broader field of general in- 
tellectual and scholarly activity. The idea was that intellectual activity 
in general had much less restriction on it than did scientific activity, or 
at least that part of scientific activity that is concerned with verifying 
hypotheses. It is true that in the intellectual processes employed in 
getting the ideas that are to be formulated into a hypothesis there is the 
greatest freedom and an absence of the many restrictions required in 
verification. One may draw even on daydreams, the complexes of the 
subconscious, or exploit one’s biases and prejudices. But when it comes 
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to testing one’s ideas as to whether they are really trustworthy knowl- 
edge or merely hunches, a fairly rigorous discipline must be maintained 
although recourse to ingenuity must be had at all times. 

Since the social sciences have been generally free to range rather 
widely over the whole field of intellectual activity and have not been 
restricted to the field of scientific activity, I was interested in speculat- 
ing in that address on what old customs would have to be abandoned 
and what new ones learned, if and when the social sciences became 
more scientific. 

Since social science as science deals so much with evidence of a social 
nature, there will have to be a good deal of organization to collect and 
marshal the data. The simplicity of the experimental laboratory does 
not exist for social science. In such an organization there would be 
utilization of “‘stupid”’ persons, of B intelligence or less, who would help 
in the collection and organization of the data. But I did not mean to 
imply that there were not stupid people, or persons with Grade B in- 
telligence, among those who could not handle the statistical method. 
Nor of course are all statisticians stupid. Nor because statistical ma- 
chimes are mechanical are all persons who use them robots. Thinking 
can take place in an organized bureau as truly as sitting on a log. Social 
scientists of the future (worthy of the name) will be statisticians (i.e., 
able to use statistics), but of course they will not be using statistics all 
the time, for, as I said in that paper, not all fields of social science will 
lend themselves to statistical treatment. All this, I think, is pertinent 
to the social-trends report and to the remarks of the reviewer, though 
these remarks occasioned by the review are my own and not a state- 
ment for the Committee. The folkways of the intellectual non-scien- 
tist and the intellectual scientist are different. The intellectual non- 
scientist has the folkway of publishing his ideas whether they are re- 
liable, tested knowledge or not—witness, for instance, the vast number 
of essays, or interpretive or suggestive articles—whereas the scientist 
is more likely to confine his publication to accounts that are based upon 
evidence. The scientist has his ideas, theories, concepts, interpreta- 
tions, and notions as to what ought to be done, impressions, approxi- 
mate knowledge, etc.; but he does not as a scientist like to bring these 
out in public print until they are tested. Until they are proved, his ex- 
position of them is more likely to be confined to the laboratory, or the 
seminar. 

The trends report follows somewhat this scientific usage. The report 
does not go in for an intellectual display of ideas, values, analysis, and 
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concepts as such. The investigators, however, lived in an atmosphere 
of this kind, and they had plenty of ideas, theories, interpretations, and 
values, but they tried to restrict this publication to those that were 
close to the data of verification. . 

If this procedure had not been followed, the volumes would have 
been much bulkier than they are now and the result would have been 
the presentation of a lot of ideas, values, and critical stands on such 
emotional and controversial subjects as labor, capital, women, religion, 
morality, unemployment, crime, race, etc. The political parties already 
have a lot of this type of opinion in their platforms and speeches. Any 
such collection of ideas would have depended on who was selected to 
do the writing. Conservatives would have set forth one set, radicals 
another set, social workers another, and business men still another. Re- 
search men, scholars, and professors are in their opinions (as contrasted 
to their scientific work) subject to bias as truly as these other classes. 
Professor Sorokin made one statement which I should like to interpret 
favorably. He said, “Upon the same methodological principles, any 
other set of investigators could hardly have produced anything better.” 
If he meant that they would have produced the same results, that 
would have been highly pleasing scientifically. Scientific work should 
be made to check and agree, irrespective of the personalities of the con- 


tributors. It is in the essay and literature and indeed in most types of 
scholarly work that marked differences arise, because they embody 
the personality of the authors, their values, prejudices, and biases. 


II 


The second criticism in the review is that the work is not synthe- 
sized, that there is not a central theme (except that of change) and 
that the chapters are separate entities that stand alone. When I read 
this criticism, I wondered how much synthesis a man experienced in 
scientific work with data should expect. I wondered what Professor 
Sorokin’s ideas of synthesis were. Synthesis which can be tested by the 
question “How do you know it?” is extremely difficult. And much of it 
in a lifetime is not to be expected. In the first place, it must wait—par- 
ticularly that “supreme” synthesis that the reviewer called for—until 
all the subsidiary syntheses are made. These are correlations and are 
very difficult to obtain, and are to be expected chiefly when a science 
becomes old. What Professor Sorokin seems to want is a social philoso- 
phy, which was, of course, not the objective of the Committee. 

There is another kind of synthesis—a kind of armchair synthesis— 
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that exists only in the unreal world of abstraction far removed from 
data. This type is very easy to do. And the bookshelves are full of it. 
Lester Ward laid out a lot of it in his Pure Sociology; so did Giddings in 
his Inductive Sociology; so did Herbert Spencer in all his books. But 
they are largely forgotten and nobody ever uses them. But these paper 
syntheses are mostly abstractions—castles in the air. They are pic- 
tures built up in the mind out of imaginary blocks. 

I rather thought that scientists would criticize us for making too 
many generalizations rather than too few, though I thought that the 
intellectual who does not restrict himself very rigidly to scientific 
procedures would criticize us for making too few generalizations. For 
what we did was not always substantiated wholly by data. These gen- 
eralizations were set forth on the idea that there were enough data to 
support them to make them probable hypotheses and workable instru- 
ments for practical use in dealing with practical problems. The gen- 
eralization that (1) the different parts of our culture are interrelated, 
(2) that these changes occur at different times, and (3) that there is a 
more or less definite sequence beginning with mechanical invention and 
ending in social philosophies for a large number of instances in modern 
times has, I think, great vitality and is useful in trying to figure out 
policies on future problems. This “unifying principle” is explicit in 
many of the chapters and implicit in them all. 

Professor Sorokin criticizes this hypothesis because velocities of 
change have not been determined. He has previously thrown the quan- 
titative method out of the window and now calls for mth-degree niceties 
and refinements of quantitative methods that are astonishing in view 
of the realities of the situation. 

For instance, by using this hypothesis we can analyze the crisis in 
our local governments. We know that county boundary lines were laid 
out at a time when the basis of operation was on the traveling capacity 
of the horse on the roads of the time. It was also a time when wealth 
was largely rural. We know that now the horse has given way to the 
automobile and the corporation and factory system have brought a 
different distribution of wealth between localities. Why try to deter- 
mine the niceties of rates of velocity in change in such a case? We know 
the economic system and the communication methods have changed 
but the political boundaries of the county have not. And we know that 
if these political factors could be changed, millions of dollars could be 
saved the taxpayer, and at the same time counties could have adequate 
health bureaus, education, and other social services. It would no doubt 
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be nice to figure out the velocity in the replacement of the horse by the 
automobile, etc., but hardly necessary. The hypothesis can be very 
useful and is a fair description without the calculus. Says Sorokin: 
“There must be some unit of social change devised in order that we can 
measure the comparative velocity in the various social processes. 
Otherwise all talk of different speeds is idle articulation. Have Profes- 
sor Ogburn or the Committee offered such a unit of social change. They 
have not Ergo? Let the reader himself provide the conclusion.” 
Professor Sorokin seems to have built up a most distorted and fan- 
tastic conception of this hypothesis. He implies, for instance, that be- 
cause the birth-rate fluctuates 75 per cent in fifteen years (quite a fluc- 
tuation, by the way), then the fashion of dress must fluctuate 75 per 
cent in fifteen years, religion must fluctuate at that rate, capitalism 
also at that same rate, poverty, the monarchy, the horse, the family, 
etc. If computing velocities produces this kind of balderdash, let us 
hope they will never be computed! The hypothesis has become twisted 
out of shape by the course of his vehement phrases, such as “inade- 
quacy,” “inner confusion,” “questionable kinds of moral, social, reli- 
gious, and moral cynicism,” “preposterous,” “absurdity,”’ but it is 
totally unrecognizable when he makes it imply that the changes that 
come first and change the most rapidly are the best!! Professor Sorokin 
seems to have thought it through all right, but on the wrong track. 
To return to synthesis, there are various other ways in which the 
changes in the report are synthesized, especially by the device of classi- 
fication. The changes are seen against the background of our natural, 
biological, and social heritages; against the main changes in the leading 
social institutions; against the fundamental changes of invention and 
technology. The basic and initiatory changes are found largely in the 
first chapters and the ameliorative efforts of mankind largely in the lat- 
ter chapters. The chapters are by no means independent one of the 
other. Education is treated not only in the chapter of that title but in 
the chapter on “Rural Life,” the chapter on “Children,” the chapter 
on “The Family,” the chapter on “‘Race,”’ the chapter on “Social At- 
titude,” the chapter on “The Arts,” the chapter on “The Use of Leisure 
Time,” the chapter on “Law,” the chapter on “Public Administra- 
tion,” and many other chapters. To approach the point in another 
way, the chapter on the family deals with economics, psychology, edu- 
cation, government, religion, invention, biology, children, recreation, 
rural and urban conditions, social work, law, etc., etc. Each chapter 
was read by every contributor. There had to be a division of labor, but 
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no fences were up as barriers and each person could go anywhere to 
treat his subject adequately. 


III 


The third point of criticism was that there was little new. Well, if 
the assignment was to make a record of social trends based on data over 
the last thirty years, I would suppose that it must include a great deal 
that would be known. I do not see how a study of social trends could 
be otherwise. A comprehensive picture of the changes in our civiliza- 
tion could not be made up wholly of the new so long as people have 
memories. If there were no writing and no memory, then the past (if 
it could be recovered) would be new. The report was a survey and not 
the problem type of research. As to the new, there was, I think, a sur- 
prising amount of it when it is recalled how slow and difficult is the 
process of discovering the new and when it is remembered that specula- 
tions, which it is often easy to obtain in quantities, are not new knowl- 
edge. The chapter on population had the new analyses from the new 
census and new forecasts; the land chapter had new estimates of pro- 
duction, consumption, and markets; the inventions chapter had new 
lists of social effects and a new analysis of the process of inventional in- 
fluence; the chapter on metropolitan regions had much new in it. 
Several historians have said that the method used in the chapter on 
“Social Attitudes” so derided by the reviewer is a real contribution of 
new methodology for the social historian which is likely to be of great 
significance in the future writing of social history. Indeed, the propor- 
tion of new in every chapter was a sizable amount. Mr. Sorokin seems 
to forget that the title of the study is Social Trends, and he does not 
seem to have grasped the idea that it was the work of a semi-govern- 
mental commission and hence for that reason restricted in design. 

This final criticism, like all of Professor Sorokin’s, throws a lot of 
light on what is his notion of science as well as on the report. I wonder 
how much new discovery does he expect? A man who has gone through 
the hard road to new discovery from handling data is quite realistic 
about his expectations. It took me a large part of a year and several 
thousand dollars of expenditure to ascertain the trend in the size of the 
natural family—something that had never been known before in this 
country, though there had been many attempts and many approxima- 
tions, some of which were quite false. Yet this item was only one of 
hundreds of points treated in the chapter on the family. The informa- 
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tion on how the housewife spends her time in the city as compared 
with the country took even more time and more money. There is no 
royal road to new knowledge. Two years is a short time and discoveries 
of new knowledge are rare. It is not at all difficult to get a lot of new 
ideas, but new ideas are not discoveries of new knowledge. Consider 
the range covered in the report and in each chapter. Yet there is a 
good deal new in nearly every chapter and in some chapters a very 
large part is new. 


IV 


The main and only real methodological difficulty of the study was 
not mentioned by the reviewer. 


WILLIAM FIELDING OGBURN 
UNIVERSITY OF CHICAGO 





WERNER SOMBART AND THE “NATURAL 
SCIENCE METHOD” IN ECONOMICS 


T IS a curious circumstance that, while American institu- 
tionalists urge the adoption of the “natural science method” 
in economics, the comprehensive methodological expression 

of one of the foremost German institutionalists is, in large part, 
a warning against the employment of that method in our dis- 
cipline. The present paper will not address itself to an elucidation 
of the difference in that respect between Werner Sombart and 
his American confréres. We, nevertheless, point to that circum- 
stance as one which should lend particular interest to Sombart’s 
Die drei Nationalikonomien.* 

Sombart’s volume, in what may be termed its constructive 
as distinguished from its critical or polemical aspect, is an attempt 
at a detailed explanation of verstehende economics. His effort to 
justify the position that it alone employs the method appropriate 
to the construction of economics as a science’ leads him to dis- 
tinguish the verstehende economics from what are for him the other 
two types, the ordnende and the richtende. Most of the pre-classi- 
cal economics, since it is dominated by the attempt to determine 
the character of the richtige (right, just) society, is richiende eco- 
nomics. Its formulation of prescriptions concerning just, virtu- 
ous, economic behavior, based on value judgments grounded in 
metaphysical or theological canons of validity, transgresses 
Sombart’s conception of science on three counts. Prescriptions, 
value judgments, and criteria which transcend the realm of expe- 
rience are extra-scientific. Inasmuch as Ricardian‘ and neo-classi- 

* Miinchen und Leipzig, 1930. The subtitle reads, Geschichte und System der Lehre 
von der Wirtschaft. 

? Die drei Nationalékonomien offers a framework for economics as a whole. 
In the last section of the book, “Die Lehre von der Wirtschaft als Ganzes,”’ he con- 


siders and legitimizes economics as an art and as a philosophy of the economic proc- 
ess. The present paper is limited to his conception of economics as a science. 


3 We shall employ the terms “classical” and “Ricardian” interchangeably. While 
there are very good reasons for considering Adam Smith a member, not merely a 
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cal economics do not, in the main, transgress in any of these three 
respects, Sombart conceives them to partake of the character of 
science. Since, like the natural sciences, they have been content, 
according to Sombart, to merely order (ordnen) their material, 
classical and neo-classical economics are characterized as belong- 
ing to the ordnende type of economics. The mere ordering of 
phenomena is the legitimate ultimate task of the natural sciences 
whose domain is external nature. Opposed to the method of the 
natural sciences there is the method appropriate to the sciences 
which, like economics, deal with an aspect of human culture—the 
method of the Kuliurwissenschafien or the Geisteswissenschaften. 
While these may and do order their phenomena, their ultimate 
task is to enable us to understand (verstehen) the processes to 
which they address themselves. 

Sombart’s dichotomy in the field of science rests upon a pre- 
sumed dualism in our ways of knowing. He accepts, without res- 
ervations, the Humian conception of causality for the phenomena 
of external nature, but does not apply it to the realm of Kultur, 
of social phenomena. In the realm of natural phenomena there is 
observable regularity of antecedence and consequence, and we 
may order such phenomena in terms of these regularities. Beyond 
that we cannot go and remain scientific. All attempts to formu- 
late real explanations of why events take place as they do as 
distinguished from mere ordnen—i.e., description of how they 
take place—lands us in a metaphysical morass. In connection 
with social phenomena, however, we can and should proceed 
beyond the how to the why. 

Sombart’s distinction between our superficial knowledge of the 
phenomena of external nature, as distinguished from our real 
understanding of social phenomena, rests upon a notion, not for- 
eign to common sense, that the latter have a meaning (Sinn) 


forerunner, of the classical school, Sombart’s emphasis on the richtende element in 
Smith’s doctrine makes the alternative usage preferable in the present case. 

4In certain respects, the Physiocrats, Adam Smith, the Marxian Socialists, the 
German historical schools, and American institutionalists are conceived by Sombart 
to participate in the ordnende orientation. It is to Ricardian and neo-classical eco- 
nomics, however, that the category ordnende economics refers for the most part. 
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for us which is absent in the case of the former. We are able 
to conceive social phenomena as related to human valuation and 
human desire. They are characteristically elements in the con- 
text of purposeful human activity. 

Or one should say rather contexts of purposeful human activity. 
Sombart refers to these contexts as Kulturzusammenhinge— 
culture-complexes‘ we shall call them. The motivation operative 
in the associated, group activity represented by them is a mani- 
festation of causation. Causation, moreover, according to Som- 
bart, is coincident with human motivation. But for a Kultur- 
wissenschaft—i.e., one which inevitably deals with group activity 
—it is not the motivations of the individual human beings but 
those which dominate the respective culture-complexes that con- 
stitute the causes to be investigated. The purposes of the individ- 
uals involved in an associated activity are in a sense derivative 
from the motivation which dominates the culture-complex to 
which they belong. Culture-complexes reflecting narrow ranges 
of activity are integrated into those possessed of wider scope. 
For verstehende economics, the economic epoch (Wirtschafis- 
epoche) is the culture-complex of widest scope. 

When the economic aspect of culture possesses during a his- 
torical interval a high measure of uniformity in spirit or outlook, 
in the regulation and organization of economic activity, and in 
technology, we are in the presence of the peak of such an epoch. 
This period during which a given type of economic system 
(Wirtschaftssystem) finds a relatively pure reflection must be 
viewed in relation to its rise, its development, and its subsequent 
decline. The delineation of economic epochs—i.e., of historical 
culture-complexes of widest scope, such as modern capitalism 
with its characteristic phases of Friih-, Hoch-, and Spatkapitalis- 
mus—is the ultimate task of verstehende economics. All forms of 
intellectual activity on the part of economists in their capacity as 
scientists should be subordinated to that task. The characteriza- 
tion will involve, in each case, explanation of events and processes 
with reference to human motivation—the motivations denoted 


s Our term “‘culture-pattern” is freighted with meanings not in all cases applica- 
ble to Sombart’s Kulturzsusammenhang. 
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by the spirit of the epoch and by the purposes operative respec- 
tively in the culture-complexes of lesser scope which serve to 
articulate the economic epoch. 

Such characterizations, such expositions representative of a 
special type of systematic economic history, as Sombart’s “Der 
moderne Kapitalismus,”’ will, he admits, be of no great practical 
value in the guidance of economic activity. But then, Sombart 
asserts, neither are the practical uses of ordnende economics very 
great. It is a most important premise of his methodological doc- 
trine that ordnende economics does not begin to bear the same 
relation to social engineering that the ordnende natural sciences 
bear to technology. Moreover, unlike the verstehende Kultur- 
wissenschaften in general and verstehende economics in particular, 
ordnende economics does not possess the capacity for enriching the 
human spirit, for enhancing the cultural values of the ages to 
which it is made accessible. 

It must be apparent by this time that an understanding of 
Sombart’s verstehende economics involves an intimate apprecia- 
tion of what he means by culture-complex. The concept is sub- 
ject to differentiation. Kuliurzusammenhdnge are divisible, on the 
one hand, into Wirkungszusammenhdinge and Sinnzusammen- 
hinge; on the other, into Zweck-, Stil-, and Beziehungszusammen- 
hinge. Let us proceed with the first classification. Wirkungszu- 
sammenhdnge are historical entities; Sinnzusammenhdnge are pat- 
terns of meaning (Sinn) in the mind. The latter are a prioris, by 
means of which objective historical reality is encompassed and 
given theoretical articulation. Without the Sinnzusammenhang 
modern capitalism, for instance, one could not very well deter- 
mine the existence of and characterize the Wirkungszusammen- 
hang modern capitalism. So likewise for Sinnzusammenhinge of 
lesser scope. 

The Sinnzusammenhang modern capitalism is a historico-eco- 
nomic concept. So also are the concepts of narrower scope by 
means of which it is most proximately articulated. The resulting 
structure is a system of spezielle Theorie. The characterization of 
every economic epoch requires the elaboration of a structure of 
Spezielle Theorie, which has relevance for, is a priori to, a special, 
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a particular, historical context, one limited in time and place. For 
modern capitalism, the place is Western Europe and North 
America; the time for Hochkapitalismus, the middle of the eight- 
eenth century to the outbreak of the World War. The beginnings 
of modern capitalism, according to Sombart, go back to the 
middle of the thirteenth century. The end is not yet. The objec- 
tive, historical process which transpired in this theater, bounded 
approximately in time and place, is the Wirkungszusammenhang 
modern capitalism. Sombart abstracts from the individual pecul- 
iarities which are associated with the economic development of 
the different regions and countries, and brings to light by means 
of the Sinnzusammenhang modern capitalism what is common to 
all. 

There is no denying the complicated and seemingly insoluble 
problems which inevitably arise when one proceeds, as Sombart 
does, to make a clear-cut separation between a universe of dis- 
course and its counterpart in the realm of experience. The ques- 
tions arise, moreover—Is modern capitalism, or any other so- 
called historically realized economic system, ever more than a 
Sinnzusammenhang? Are culture-complexes of the character of 
Stilzusammenhdnge* ever more than patterns imposed by the mind 
on the flow of events for the purpose of “ordering” phenomena in 
terms of certain interests and from a certain perspective? Is not 
that particularly the case with a Stilzusammenhang, like modern 
capitalism, which has reference to an extremely dynamic interval 
in human history? Would not Sombart have been more true to 
his scientific pretensions if he had maintained, in general, the 
nominalist attitude toward the concepts of the Kulturwissen- 
schaften that he does toward those of the Naturwissenschaften? 
That would not have required the abandonment of his valuable 
insight into the essentially teleological—not in the metaphysical 
sense, but with reference to human purpose—character of the 
concepts of the former.® 

5* See infra p. 228. 

6 The insight is, of course, not original with Sombart, any more than is his dis- 
tinction between the Naturwissenschaften and the Kulturwissenschaften. That is not 
to say that there is not much in the volume which is original both in content and 
manner of presentation. 
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It must have occurred to the reader to question how Sombart 
distinguishes between the economic and the other aspects of cul- 
ture. He does this by means of the concept economy (Wirtschaft). 
An economy is an organized process dedicated to the production 
of goods and services under conditions of scarcity. It is the basic 
concept (Grundbegriff) of the science of economics. In adopting 
it, Sombart asserts he is proceeding not in an arbitrary fashion 
but, on the contrary, in accord with common-sense notions as 
well as with the intent which has animated economists from the 
outset. It is by means of such basic concepts, Sombart declares, 
that scientific differentiation within the scope of the Kuliurwissen- 
schaften, which starts out haltingly and but dimly conscious of its 
object, becomes clear-cut and explicit. 

The articulation of the concept economy, in general, is the 
main task of the generelle Theorie. It involves, among other 
things, the conception that the process in every possible economy 
is mediated through a given spirit, organization, and technology. 
The general theory explores the realm of possibilities of economy, 
both in an analytical and in a synthetic manner; i.e., both through 
the elaboration of different possible forms and relations which 
the elements of an economy may take, and through the construc- 
tion, a priori, of different kinds of economic systems from these 
elements. The synthetic part of the generelle Theorie affords a 
transition to the spezielle Theorie. Such a transition is necessary, 
according to Sombart, if the non-historical concepts of the gen- 
eral theory are to have any meaning and validity. These inhere 
in their relation to the historico-economic concepts of the spezielle 
Theorie. While the concept of the economy in general is an in- 
dispensable a priori to the science of economics, it is not until we 
have recognition of the emergence of a particular economic sys- 
tem in time and place that we are on the high road to the con- 
struction of economics as a science of experience. Such an eco- 
nomic system in its capacity of a construction of the mind is still 
a concept, but, because of its reference to a historica] context, 
it is now a historico-economic concept, a Sinnzusammenhang of 
widest scope within the realistic (speziell) part of verstehende 
economics. 
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The differentiation of culture-complexes into Zweck-, Stil-, 
and Beziehungszusammenhdnge does, in a sense, cut across their 
classification into Wirkungs- and Sinnzusammenhdnge. But be- 
cause of the highly equivocal status of the Wirkungszusammen- 
hang, our second classification can best be conceived as referring 
to Sinnzusammenhdnge. 

A Zweckzusammenhang represents associated behavior, in which 
the individuals act in direct subordination to a single purpose 
(Zweck). Sombart offers, as instances of such a culture-complex, 
a business enterprise, a strike, a trade-union. In a Stilzuwsammen- 
hang the behavior of individuals is conceived to be determined 
by a superindividual spiritual atmosphere. The economic epoch 
is an all important example of a Stilzusammenhang. The two 
types of culture-complexes are not mutually exclusive. Sombart 
points out that under modern capitalism, for instance, individuals 
tend to participate most directly in Zweckzusammenhdnge; but 
the ends of these associations and the economic aims and out- 
looks of the individuals involved are in a significant sense deriva- 
tive from and dictated by the Stilzusammenhang modern capital- 
ism, more particularly by the spirit which dominates that culture- 
complex. Each particular business enterprise, wage contract, 
book entry, Sombart emphasizes, finds its meaning (Sinn) not 
only in the particular Zweckzusammenhang with which it happens 
to be associated but also, in a more ultimate sense, in the Sinn, 
the gain-seeking spirit of modern capitalism. 

The concept Beziehungszusammenhang has reference to a con- 
text of interdependent phenomena which are not conceived to be 
dominated by a unitary purpose, after the manner of either a 
Zweck- or a Stilzusammenhang. It is represented by such con- 
ceptions as world-economy, world-trade, English textile industry, 
German woolen trade. Besiehungszusammenhdnge represent Sinn- 
susammenhiinge of a much lower grade than the two foregoing. 
They partake, according to Sombart, of the nature of fictions, of 
analogies. They are heuristic concepts (Arbeitsideen), as com- 
pared with Zweck- and Stileusammenhiinge, which are ideas which 
find their counterpart in genuine empirical unities, i.e., Wirkungs- 
susammenhdnge. Even the concept “national economy” (Volks- 
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wirtschaft), when applied to a country whose economic life is dom- 
inated by private enterprise, is merely a Beziehungszusammen- 
hang, though one of relatively high order. The mechanical, and 
hence more artificial, counterpart of the organic analogy, the 
“Volkswirtschaft,” is the concept “exchange economy” (Sozial- 
ékonomie). It connotes a society dominated by the régime of pri- 
vate, competitive enterprise and conceived to be composed of 
autonomous individuals entering into contractual relations with 
each other. It is in Sombart’s articulation of this concept, as well 
as in parts of his generelle Theorie, that we find much of ordnende 
economics, but only after it has been put through his meth- 
odological dip, to free it, presumably, of the incubus of natural 
science preconceptions. 

The propositions, the laws, of classical and neo-classical eco- 
nomic theory, asserts Sombart, are conceived by the ordnende 
economists to be of the same character as the laws of the exact 
natural sciences. Our task of evaluating Sombart’s position in 
this respect is made lighter by the fact that he recognizes J. S. 
Mill as the leading expounder of the method of ordnende econom- 
ics. He refers in particular to Mill’s “Logic of the Moral Sci- 
ences.”? Sombart also cites as among the most authoritative meth- 
odological expressions of ordnende economics Cairnes’s Character 
and Logical Method of Political Economy and Menger’s Unter- 
suchungen.® Mill and Cairnes are more particularly the spokes- 
men for the classical economists or the Objektivisten,? as Sombart 
calls them, and Menger of the marginal utility analysts, or the 
Subjektivisten. Both of these schools, which operate with a genetic 
conception of causality, Sombart contrasts with the mathemati- 
cal school or the Relationisten which approximate most closely 

7Sombart cites the German translation of the third (1851) edition of Mill’s 
A System of Logic, of which “On the Logic of the Moral Sciences” constitutes Book 
VI. Except for the addition of a chapter on “Additional Elucidations of the Science 


of History,” which is of no great consequence for our present discussion, Book VI 
of the last revised edition is practically identical with that of the third edition. 
* Untersuchungen tiber die Methode der Sozialwissenschaften und der politischen 
Okonomie insbesondere, 1883. 
»“The great socialist theoreticians, above all Karl Rodbertus and Karl Marx”’ 
are also included by Sombart (p. 120) under the Objektivisten. 





230 LEO ROGIN 


the attitude of the mathematical natural sciences in that the 
functional relation has, with them, replaced the causal law. Som- 
bart recognizes Pareto as the leading spokesman of that school.” 

It is our view that, terminological differences aside, Sombart 
differs from the foregoing not so much in his conception of the 
character of the laws of ordnende economics as in his interpreta- 
tion of the propositions of the so-called exact, mathematical nat- 
ural sciences. It will be recalled that Cairnes, following Mill, in 
his defense of the allegedly premature emergence of the deductive 
structure of economics, states that in economics we know the 
ultimate causes at the outset, whereas in physics they charac- 
teristically become known only after a long period of research 
and preliminary generalization." Sombart goes much farther than 
Cairnes. It is only the sciences, which, like economics, deal with 
aspects of Kultur, that yield a knowledge of causes. We can mere- 
ly order the phenomena of external nature, but we do not attain 
to a knowledge of causes. The foregoing refers to something which 
has already been alluded to—Sombart’s identification of causa- 
tion with human motivation. A critical evaluation of his position 
in that respect would lead us far afield into the no-man’s land of 
epistemology. Fortunately, Sombart’s insistence that in a Kultur- 
wissenschaft like economics we can formulate true, genuine 
(echte) laws, whereas the natural sciences furnish us only with 
pseudo-laws, is, for our purposes, more to the point. His emphasis 
in connection with the latter raises questions of a predominantly 
logical, as distinguished from epistemological, character. 

While we are far from complete agreement with Sombart’s 
conception of the structure of physics and the character of its 
propositions, it must be admitted he is in accord with contem- 

% The incompleteness of Sombart’s classification, as well as a lack of intimacy 
with ordnende economic theory, are indicated by the fact that while he classes Edge- 
worth with the Relationisten he groups Alfred Marshall with the Subjektivisten (pp. 
120-21). The two indulged in the same type of theoretical conceptualization. 
There is need, of course, for a differentiation between Relationisten concerned, 
respectively, with the theory of the general equilibrium and with that of the par- 


ticular equilibrium. The Lausanne school represents the first orientation; both 
Marshall and Edgeworth belong to the latter. 


* Character and Logical Method of Political Economy (New York, 1875), pp. 84-85- 
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porary scientists and philosophers of science when he argues for 
the provisional, approximate, and probable character of proposi- 
tions, inductively arrived at, as against Mill’s conception that the 
proper application of the canons of induction yields ultimate, 
immutable natural laws. The Newtonian principle of gravitation 
was to Mill the outstanding example of such a law. The super- 
session of that theory by Einstein’s formulation is a most spec- 
tacular demonstration of the provisional and approximate char- 
acter of all propositions based in part upon observation. It should 
be pointed out, however, that, since, as Sombart informs us ex- 
plicitly, Die drei Nationalékonomien is not concerned, except in- 
cidentally, with a historical survey of doctrine and method in 
the field of economics, his very great emphasis on the contingent 
character of inductively verified propositions leads to erroneous 
inference concerning the methodological position of present-day 
ordnende economists. Every contemporary economic theorist who 
has something of the broad scientific interest necessary to a com- 
petent theoretical attitude in a particular discipline cannot but be 
aware of what is a commonplace in the modern theory of induc- 
tion. A superficial scanning of the Treatise on Probability by the 
ordnende economist, J. M. Keynes, for instance, would have dis- 
covered for Sombart throughout implicit, and in several places 
explicit,” criticism of J. S. Mill on this very point. 

With respect to the socio-historical process in its objective man- 
ifestations, Sombart states, we can only make statements of tend- 
encies; i.e., propositions involving predictions endowed not with 
certainty but only with a greater or lesser degree of probability. 
These propositions Sombart conceives to be formally identical 
with the pseudo-laws of the natural sciences. They are both of the 
nature of statistical generalizations. When we come to relations 
which obtain within the Sinnzusammenhinge, however, versteh- 
ende economics, in common with the other Kulturwissenschaften, 
yields genuine, necessary laws which find no counterpart in the 
natural sciences. These necessary relations in the realm of the 
a priori Sombart calls Sinngesetze. He groups them into Gréssen-, 
Struktur-, and Fiktionsgesetze. These express, respectively, insight 


® See in particular chap. xxiii, “Some Historical Notes on Induction.” 
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into three different types of relations: (1) the mathematical, 
(2) the structural, and (3) that premised specifically upon the as- 
sumption of consistently rational motivation and on assumptions 
unrealistic in other respects—hence, Fiktionsgesetze. 

Properly conceived, the classical and neo-classical economics 
affords the following examples of Gréssengesetze: the classical 
wages fund theory; Say’s law of Markets; the law of monopoly 
price; the law of diminishing returns; the Ricardian law of rent. 

Because of its predominantly mechanical, as distinguished from 
organic, conceptualization, traditional economic theory does not 
yield many propositions which can be included under the type 
of Sinngesetze which Sombart characterizes as Strukturgesetze. 
These reflect insight into the relation between the part and the 
whole, the latter conceived not as a mere aggregate but as a defi- 
nitely articulated structure (Glied-Ganzes-Beziehung). This rela- 
tion is exemplified in the following: the profit motive is a neces- 
sary element in capitalist economic systems; the expansion of 
capitalism is necessarily accompanied by an increase in the ranks 
of the proletariat; production, transportation, distribution, and 
consumption constitute the necessary routine of every economy. 

By far the largest number of the laws of traditional economics 
are subsumed by Sombart under Fiktionsgesetze. These represent 
insight into the behavior and conditions necessary for the realiza- 
tion of the economic principle. To this category belong the so- 
called “laws of price determination of classical economics: the 
law of supply and demand and the principle of cost.’’ They de- 
clare merely that upon the assumption of absolute mobility of 
capitals and commodities and of adequate knowledge of the most 
favorable markets on the part of both buyers and sellers, who are 
in turn assumed to be dominated exclusively by economic mo- 
tives, “prices will rise with increase of demand, etc.” (p. 261) and 
will fluctuate in the neighborhood of the cost of production. 
What are the foregoing, asks Sombart, but rationale Schemata— 
intellectual constructions which postulate the conditions and 
trace the consequences of consistently rational behavior? All the 
Fiktionsgesetze are rationale Schemata. The propositions of the 
marginal utility analysis are, likewise, rationale Schemaia. 
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The legitimacy of withholding the term “Fiktionsgesetze”’ from 
the first two groups might be questioned. Are they not also ra- 
tionale Schemata, once we restore them to the context from which 
Sombart, contrary to the general intent which pervades his con- 
ceptualization, gives an appearance of divorcing them? Let us, 
however, focus our attention on the Fiktionsgesetze, for our pres- 
ent purpose obviously the most important of the three types of 
echte laws. Unlike the Sirukturgesetze, they have their setting in 
Sinnzusammenhdnge of the lowest grade, the Beziehungszusammen- 
hénge. And, like the latter, they are, as Sombart tells us (p. 259), 
analogies constructed “in order to provide us with a better under- 
standing of [actual] economic relations.” But is not that precisely 
the manner in which they are conceived by such prominent con- 
temporary ordnende economists as J. M. Keynes and Pigou? The 
former’s reference to the deductive structure of theoretical eco- 
nomics as an “organon of thought’ and to the corresponding 
propositions as “theorems” implies an obvious emphasis on the 
rational, as distinguished from empirical, character which they 
are deemed by him to possess. It is the same thing that Pigou has 
in mind when he makes a sharp distinction between the construc- 
tion of theoretical tools and their application in economic analy- 
sis.* While Alfred Marshall speaks more frequently of “laws,”’ 
he conceives of them as elements in short chains of reasoning, 
which, because of their frequent recurrence in the analysis of eco- 
nomic problems, it is well to label and to formulate in a careful 
and explicit manner.*s 

While it is, in a sense, a verbal problem, it may not be amiss to 
question the advisability of referring to the propositions descrip- 
tive of the economic equilibrium in terms of certain assumptions 


% The first paragraph in Keynes’s Introduction to each of the “Cambridge 
Economic Handbooks” contains the following in regard to the “Theory of Econom- 
ics.” “It is a method rather than a doctrine, an apparatus of the mind, a technique 
of thinking, which helps its possessor to draw correct conclusions.” 

“4 See his The Functions of Economic Analysis, Barnett House Papers, No. 12 
(Oxford University Press, 1930). 

*s In his discussion of laws (Principles [1920], Book I, chap. iii) Marshall, to be 
sure, follows Mill too closely in his conception of the similarity between the laws of 
economics and those of physics. 
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as belonging to the type of genuine laws, as opposed to the pseudo- 
laws of the natural sciences. Referring to the rationale Schemata, 
Sombart himself recognizes their formal character, himself in- 
forms us that we get nothing out of them except what we put into 
them. In the face of highly authoritative opinion to the contrary, 
it is doubtful also if the natural sciences, more particularly phys- 
ics, are devoid of necessary propositions. It would, of course, be 
unbecoming for a layman in the field of physics to enlarge on 
these matters. We merely point to Planck’s,"* Eddington’s,” and 
Henri Poincaré’s’* assertions concerning the formal, conventional 
character of the conservative principles of physics. The fact that 
these scientists do not belong to the same methodological persua- 
sion makes their common attitude on this question all the more 
significant. Poincaré, in particular, most explicitly insists on the 
a priori character of such formulations as the principle of con- 
servation of energy, and on our consequent inability either to 
prove or to disprove them by the inductive method. 

Sombart conceives that classical economics was set on the 
high road of the natural science method, which characteristically 
orders its phenomena by means of reduction to ever smaller ele- 
ments, by grounding its theory in the atomistic associationist 
psychology. This unfortunate ‘“‘Psychologismus’’ of classical eco- 
nomic theory was made evident and explicit by J. S. Mill, whose 
“Logic of the Moral Sciences” also served to indoctrinate neo- 
classical economics with that orientation. It is apparent that 
Sombart fails to observe the distinction which Mill makes (1) 
between the method of the Science of Society (Sociology) and that 
of Political Economy; and (2) between the analysis of economic 
problems and the construction of what was for Mill the scientific 
part of economics. It is the inductively arrived at empirical laws 

6 See his chapter on “Dynamical Laws and Statistical Laws” in A Survey of 
Physics (London, 1925); this discussion first appeared in German in 1914. The dis- 
tinction is maintained, but, of course, with extended implications, in his recent The 
Universe in the Light of Modern Physics (London, 1931). 

See discussion of “Three Types of Law” in his The Nature of the Physical 
World (New York, 1929), pp. 244-46; also of “Identical Laws,” pp. 237-30. 

8 See his “Science and Hypothesis,” chaps. iv, viii, and particularly pp. 143-44 
in chap. x, Foundations of Science (New York, 1913). 
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of the Science of Society which are grounded by Mill, via the 
axiomata media of Ethology, in the laws of association of his 
Mental Science. The method is characterized by Mill as the in- 
verse deductive, deduction being employed for the purpose of 
verifying the sociological generalizations reached by means of his- 
torical investigation. The propositions of the hypothetical science 
of Political Economy are arrived at by deduction from several 
postulates, the central one being that man in his economic activity 
is dominated by the pursuit of wealth. 

Mill conceives every social phenomenon as a function of the 
social consensus. Actual analysis of even so-called economic prob- 
lems thus involves for him the necessity of calling in the aid of 
generalizations outside the scope of Political Economy. Under 
those circumstances, of course, the laws of Mental Science partici- 
pate indirectly in the analysis. But investigation of economic 
problems and the formulation of the science of Political Economy 
are two different activities. 

Sombart intimates at one point (p. 127) that the “pursuit of 
wealth” is itself an atom, an ultimate element of naturalistic 
conceptualization, like the molecule of physics and the cell of 
biology. Any reasonable account of the genesis of that premise, 
it appears, would discover that it represents an assumption 
implicit in the reasoning from “strong cases” on the part of Ri- 
cardo, later made explicit in Mill’s methodological and doctrinal 
expositions. This reasoning from strong cases, rightly or wrongly, 
involves the method of common sense in abstracting what seem 
to be the most important aspects of a complicated situation, so as 
to facilitate generalization and inference. By introducing the 
“doctrine of tendencies,” by converting this empirically oriented 
texture of thought into a deductive structure of unverifiable” 
propositions, Mill may have done, as Professor Wesley Mitchell 
suggests, no great good to the science of economics, but we do 
not see how he grounded it in associationist psychology. 

It is important to recognize that classical economics developed 

** What is involved in the inductive verification even of physical laws is a rather 


complicated and controversial matter. It is possible that Mill overemphasized the 
unverifiability of the propositions of classical Political Economy. 
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its theory essentially by abstraction from an empirical context, 
for we are then in a position to appreciate the large element of 
invention or construction involved in the theoretical formulation 
of neo-classical economics. In this theoretical construction, the 
leading analytical concept was marginal utility (or its Jevonian, 
Austrian, and Walrasian counterparts); the leading synthetic 
concept, that of the equilibrium. The first was emphasized by the 
Subjektivisten, the latter by the Lausanne school. The introduc- 
tion of the concept of marginal utility served to endow “ortho- 
dox” economic theory with the atomism, the elementarization 
which characterized physical science in the nineteenth century. 
When given mathematical formulation, neo-classical economic 
theory took on the superficial aspect of theoretical physics, some- 
thing from which, it must be conceded, mathematical economists 
have tended to derive an unwarranted measure of assurance. 

If one wishes to stress the conventional element which is so 
evident in the natural, particularly the physical, sciences, then 
one will discover in the pronounced tendency toward precise defi- 
nition, system, and mathematical formulation an increasing ap- 
proximation of the natural science method on the part of neo- 
classical economics. It seems to us, however, that, despite the 
misconceptions concerning scientific method entertained by Mill, 
his distinction between the inductively verified propositions of 
the natural sciences, on the one hand, and the propositions of 
Political Economy arrived at by deductive inference from prem- 
ises, on the other, is of more pragmatic significance than their 
joint baptism with the adjective, ordnende. 

The foregoing does not pretend to be a comprehensive evalua- 
tion of Sombart’s volume. Die drei Nationalékonomien is a re- 
markable book, full of fine insights brilliantly expressed. It merits 
the attention of every economic theorist, and possibly, still more, 
it may be full of suggestion to those economic historians who 
seek to give greater meaning and coherence to their activity than 


it at present possesses. 
Leo RoGIN 


UNIVERSITY OF CALIFORNIA 





A FURTHER NOTE ON HOLTROP’S FORMULA FOR 
THE “COEFFICIENT OF DIFFERENTIATION” 
AND RELATED CONCEPTS 


N THE August, 1932, number of the Journal of Political Economy, 
I discussed at some length the concept of a “coefficient of differ- 
entiation,”’ as developed by Dr. M. W. Holtrop, in his valuable 
book, De Omloopssnetheid van het Geld. I do not propose, in this note, 
to discuss further the concept itself or the argument surrounding it— 
particularly since Dr. Holtrop, in a most generous and cordial letter, 
informs me that in a forthcoming publication he hopes to be able to 
give a more elaborate reply to my criticisms of his argument. The pur- 
pose of this note is rather to discuss, from a new angle, a possibility 
with respect to the interpretation of Dr. Holtrop’s algebraic derivation 
of the formula for d “coefficient of differentiation” which has been sug- 
gested to me, not by Dr. Holtrop himself, but by Dr. J. Marschak, of 
the University of Heidelberg. 

In my Journal of Political Economy article, I made the statement 
(p. 494) that “Holtrop’s . . . . algebraic formulation of the relation- 
ships existing between his ‘coefficient of differentiation’ on the one 
hand, and various concepts of velocity of circulation, on the other, 
can be justified only if we are prepared to acquiesce in what seems to 
me a very careless treatment of the algebraic symbols involved”’; and 
again, in an article published in the Quarterly Journal of Economics for 
November, 1932 (p. 5, note 9), I referred to Holtrop’s formula as one 
“based upon a careless use of algebra.”” Dr. Marschak’s suggestion, 
which I propose to develop in this note at greater length, has led me, 
upon re-examination of Dr. Holtrop’s algebraic treatment of the prob- 
lem, to conclude that an interpretation of this treatment is possible 
which would force a retraction of the statement that the difficulty lies 
in careless algebra and that the most that can be charged against Dr. 
Holtrop, at this part of his discussion, is an initial obscurity in the 
definition of the meaning of his symbols which might puzzle others as 
it puzzled me. 

I 

On page 510 of the Journal of Political Economy article to which ref- 

erence has been made, I pointed out that Holtrop’s equation 


T,+T.=In(D+1) , 
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in which 7, represents the “total of goods-turnover,” 7, the “quantity 
of services offered,” J,, “‘money income,” and D the “coefficient of 
differentiation,” is based upon the assumption of the accuracy of what 
I designated as equations (1) and (2), according to which, if we write 
I, for “real income,”’ we have 


G=I, (1) 


(2) 
I ventured to ask, at this point, why we may not write 
[,= T,+ T, ’ 


“which would give a meaning for J, much more reasonable on its face,” 
in place of 
I,=G=T,, 


“which is what is called for by equations (1) and (2)’’; and I suggested 
that the question was “especially pertinent in view of the fact that the 
rest of Holtrop’s analysis seems clearly to imply the necessity for as- 
suming the truth of another equation,” which I designated as equation 


(6), viz.," 
MV=(T,+T,)P. 


These conclusions I still hold, but the effect of Dr. Marschak’s 
suggestion is to remove the ground for my imputation to Dr. Holtrop 
of arbitrariness in maintaining these two propositions simultaneously. 

Dr. Marschak’s suggestion is simply that by 7,—“the quantity of 
services offered”—Holtrop should be interpreted as referring to the 
quantity of services of the original faciors of production. Upon this 
basis, 7, and G are quantities which, from the standpoint of income 
payments, are not additive in their nature. On the contrary, they may 
be mutually substituted for one another. On this interpretation, in 
other words, there is justification for the expression 


l,=G=T,, 


* It will be noted that I have added the term P to the equation given by Holtrop. 
On the justification for this procedure, see note 63 to my earlier article. 
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but not for my suggested alternative 
I,=T,+T,. 


On the other hand, it is also possible, upon the basis of this interpreta- 
tion, to justify the equation 


MV=(T,+T,)P. (6) 


For here we are dealing, not with income-payments, but with the total 
of payments of all kinds—“producers’ ” and “traders’ ” payments, as 
well as “income” payments. There is, therefore, upon the basis of this 
interpretation, no reason to charge Dr. Holtrop with having arbitrarily 
introduced, at a particular stage of his algebraic derivation, a different 
set of assumptions with respect to the implications of the magnitudes 
to which his symbols refer. 


>»? 


II 


It is of some interest to note how, upon this interpretation, one may 
work back through Holtrop’s algebra to the nature of the relationship 
between the “‘Fisherian” equation of exchange and the “income-form” 
of the equation. 

If we let V; represent the “income-velocity,” or the “effectiveness” 
of money, we may write the “income” equation in the form 


MV;=T,P, 


or, since, by equations (1) and (2), 7, is equal to G, we may write 


MV;=GP. (11) 


The reason for so doing is obviously that, since we now assume Holtrop 
to mean, by “services,” the “services of the productive factors,” we 
can regard the money-income of society as being expended either upon 
these “services” (7,) or upon the goods in which these “services” are 
finally embodied. 

Similarly, following the lead provided by what I have designated as 
equation (6), we may write the “Fisherian” equation in the form 


MV=(G-D+G)P. (12) 
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Here, obviously, the meaning is that the total of the community’s 
payments may be regarded as including not only payments for real 
income (G), but also the payments for the goods representing “real 
income” as they pass through the successive stages of the marketing 
process (GD). 

In order to pass from equation (12) to equation (11), we have only 
to substitute, in equation (12), the value for D given by equation (10) 
in my earlier article. This equation may be written 


Substituting, we obtain 


MV= (G- 


GV-P 


MV= V, 


which reduces to 


MV;=GP, 
the desired equation. 


Ill 
It is of some interest, finally, to compare Holtrop’s algebraic formu- 
lation of the relationships existing between the velocity of circulation 
and the “effectiveness” of money, on the one hand, and the coefficient 
of differentiation, on the other, as I now interpret them, with Pigou’s 
formulation 
V=hV;, 


in which, for reasons given in my earlier article, 4 may be taken as 
intending to perform essentially the same function as Holtrop’s “co- 


efficient of differentiation.” 
Holtrop’s formula for this relationship as was pointed out on page 


511 of my previous article, is 


V=(D+1)-Vi, 
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V= VitDV; ’ 


V;= V—DV; ° 


Put into words, this means, of course, that, in order to obtain a “net” 
figure for velocity (V;), we should have to subtract from the gross figure 
of velocity (V) a magnitude which would be equal, not to the coeffi- 
cient of differentiation itself, but to this coefficient of differentiation 
times V;. It will be seen that Holtrop’s formulation differs from that of 
Pigou more in form than in substance. 

Some difficulty continues to reside, it is true, in the fact that, as was 
pointed out in my earlier article (see especially note 47 thereto), 
Holtrop’s treatment is such as to suggest clearly that his “coefficient 
of differentiation” is virtually equivalent to what might be called the 
“velocity of circulation of goods.’* It is clear, from what has gone 
before, that, strictly speaking, the coefficient of differentiation is sup- 
posed to be equivalent,.not to the “velocity of circulation of goods,” 
but to the mumber by which the figure for the velocity of circulation of 
goods exceeds unity. This is, however, a minor point, which does not 
seriously impair Dr. Holtrop’s argument. The really serious questions 
concern the validity of the central contention which is built about the 
concept of a “‘coefficient of differentiation.” 

ARTHUR W. MARGET 
UNIVERSITY OF MINNESOTA 


? The reader is reminded that there are difficulties with this definition for the 
“velocity of circulation of goods,” deriving from the fact that it implies that there 
is no room for the concept of a velocity of circulation of goods outside of the special 
cases which are supposed to be covered by the notion of a “‘coefficient of differentia- 
tion.” See, on this point, page 503 of my earlier article. For the sake of argument, 
however, I am assuming here that the “velocity of circulation of goods” is equivalent 
to the “number of middlemen’s sales.” 
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Economic Stabilization in an Unbalanced World. By Atvin 
HARVEY HANSEN. New York: Harcourt, Brace & Co., 1932. 
Pp. ix+384. $3.00. 

It is a pleasure—indeed, a relief—to take up a book dealing with the 
question of the social control of economic phenomena which can be dis- 
cussed from the standpoint. of serious economic analysis. In this con- 
nection one suspects that the tone of the present work has been influ- 
enced by the author’s own reaction against the rhetorical froth of most 
of the “literature” of the subject. While the reviewer feels that the 
negative tendency in the treatment is in general both “correct” and 
wholesome, in view of the public mood and the appalling possibilities 
of ill-considered action, it remains true that Professor Hansen frequent- 
ly does less than justice to the other side. 

However, the book is not primarily controversial but informative 
and analytical. The content is divided into four parts. The first, on 
“Tnternational Causes of Instability,” contains nearly a third of the 
text, and the short Part II, “World-Wide Unemployment,” is essen- 
tially a continuation and takes us considerably over halfway through. 
Part III, entitled “Population Stabilization,” is shorter still, leaving 
again nearly a third of the space for Part IV, captioned with the inter- 
rogation, ““Toward a Stabilized Capitalism?” The plan does not give 
conspicuous unity or clear sequential development to the book. The 
central theme is of course the depression situation, but there is no defi- 
nite analysis of its causality into different elements of change such as 
broad historical movements, isclated cataclysmic events, and cyclical 
swings of a quasi-mechanical sort, though all these receive notice. The 
discussion of cycle and depression theory is scattered through the 
first, second, and fourth parts. Loosely speaking, Part IV treats of the 
stabilization aspect, the other three of the nature and causes of the 
“unbalance.” But this logical order is not at all consistently followed. 
Remedies for unemployment are considered in Part II (chaps. xi and 
xii); and Part ITI is practically a distinct essay, not tied up with the 
general topic or the other parts. 

Part I deserves particularly high praise as a survey of world eco- 
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nomic conditions and trade relations in the period—of somewhat vary- 
ing length for various topics—leading up to and including “The Crisis 
of 1930-31” (the title of chap. vi; the book was published in January, 
1932). The distinctive trends mostly go back beyond the World War, 
which at most only accelerated them. The chapter on the crisis surveys 
theories of the subject in a few pages and concludes that, with the ex- 
ception of special conditions accounting for its exceptional severity, no 
explanation is called for other than “the general theory of the business 
cycle as such.” The last chapter (vii) of this part is on “Russian Dump- 
ing,” is stated in the Preface to be from another hand, and the reason 
for its inclusion is not apparent to the reviewer. Parts II and III are 
similar to Part I, giving informational and critical surveys of factual 
data and of the state of scientific opinion on the main features of the 
world-situation. Arguments and conclusions are detailed and not easily 
summarized or represented by samples. As intimated above, the main 
result is to show up the unsoundness of views widely held and dis- 
cussed, with an indication of such grounds as there are for reasoned 
judgment on the issues. The treatment, being informed, intelligent, 
and honest, is inconclusive as to anything like final solutions for the 
problems of instability. In some cases the author is highly critical on 
fine points; examples are the contrast between elasticity of demand and 
shift in demand in connection with the transfer of reparations (p. 62) 
and the critique of the classical-economic denial of technological un- 
employment, with reference to Douglas (pp. 162-64). The last, in par- 
ticular, comes close to quibbling. 

Part IV has a somewhat more positive tone, being a survey of move- 
ments or trends which may be called constructive. It is probably to 
most readers the most interesting part of the work, and is to the re- 
viewer the most vital but least satisfactory. It is effective enough not 
merely in showing the shallowness and falsity of popular discussion of 
social control, but also in bringing out most of the simpler aspects of the 
mechanics of the situation, but shows both the lack of clear organiza- 
tion characteristic of the book as a whole and also careless statement 
and failure to define issues sharply. It seems pointless to scold Ameri- 
can professional economists (p. 279) for not pointing out the fallacy in 
the notion that the price level can be controlled through arbitrary 
manipulation of wages. This exposure is involved in the rudiments of 
the subject and it does not seem promising to lecture people on the 
calculus who cannot or will not understand and follow the principles of 
simple arithmetic. The discussion of control of business conditions 
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through financial control in the broad sense contains much which the 
reviewer does not claim competence to criticize technically, but which 
seems to involve a good deal of dubious theory; and certainly much 
vital matter which could be understood by more readers is conspicuous- 
ly absent. It is taken for granted as an inevitable feature of “‘capitalis- 
tic” society that there must be commercial banks, i.e., private competi- 
tive institutions in a position to make gain by increasing the quantity 
and/or velocity of the medium of exchange whenever business condi- 
tions are “favorable,” and which must reverse the process whenever 
any untoward development sets business conditions downward. Un- 
doubtedly there will be cyclical tendencies in any free-market econ- 
omy; but just as patently the devil in person could not have invented a 
device more obviously “intended” than is commercial banking to in- 
crease the amplitude of any incipient swing by an indefinite multiple. 
No violation of the basic principles of extreme laissez faire theory 
would be involved in separating the monetary system from the vicissi- 
tudes of speculative private business—even including, if necessary, 
legal regulation of the output and use of the precious metals. Again, 
Professor Hansen’s treatment of cycle control as a general problem, 
which should undoubtedly be attacked from the boom side, gives no 
fair consideration of what to do in the actual predicament, where the 
boom is in the past and beyond reach. The future effect of any reme- 
dial action at this juncture, as a political precedent, is a serious ques- 
tion, but it might be faced on its merits rather than the whole issue 
practically ignored. Even a scientist in his scientific detachment might 
take account of the facts of the social and human cost of leaving nature 
to take its course. Should society torture itself (in the person of its 
helpless classes) for its past sins (in the person of bankers and business 
men) without seriously considering the possibility of avoiding such a 
result? 

The final chapter—on “What Can Social Control Really Do?”— 
begins admirably with comment on the popular notions of government 
as a miracle-worker, and on the rdle of politicians in “educating” the 
public to this view. But it does not go on to survey the moral, psycho- 
logical, and political realities in terms of which alone anything signifi- 
cant can be said on the topic of what “control” “can” do. The discus- 
sion presently reverts to the field of the cycle and monetary policy. 
Much of what is said under the heading “Business Depression Can Be 
Made of Social Value” (pp. 369 ff.) has at the moment the flavor of 
bitter irony, as well as pious wishing, particularly since the author’s 
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discussion of insurance protection against unemployment glosses over 
the deeper issues. (The effect of insurance on the cycle may be any- 
thing, depending on the administration of the reserve.) The next and 
final section is headed “Inflation versus Cost Reduction as Depression 
Remedy” and contains the statement (p. 377): “I do not believe that 
the monetary structures of the world as we actually find them .. . 
can sustain the 1929 price level.” Debatable at best, this opinion is 
inexplicable unless the 1929 gold content of the monetary units is in- 
cluded in the given condition. As Professor Hansen can hardly have 
overlooked the fact that nothing can be easier for governments than 
changing these, the implication is that they are sacrosanct. Reasons 
for conservatism in this connection are of course evident, but again one 
wonders if the units, established and changed by legal action in the 
past, are so sacred that utterance referring to them as other than im- 
mutable is blasphemous. 

In hearty agreement with the general position of the book and con- 
fident of its value and timeliness, the reviewer still feels that it is more 
remarkable for the information it gives and the application of facts to 
problems at the common-sense level than it is for carrying analysis into 
new regions or new depths. The important keynote struck in the Pref- 
ace regarding the probable cost of stability in terms of freedom and 
progress is not followed up. Indeed, later statements (pp. 321-22) as- 
serting confidently the preference of our generation for security to prog- 
ress smack of naiveté. Does the author mean that workers would (or 
could) systematically choose lower wages with a problematically lower 
risk of unemployment? What people undoubtedly want is plenty of 
adventure without serious risk; and such considerations are as essen- 
tial to sound treatment of social questions as the problems which they 


set are difficult of solution. 
FRANK H. KNIGHT 
UNIVERSITY OF CHICAGO 


Wirtschaftliche Schwankungen der Zeit von Alexander bis Augustus. 
By Fr. HEICHELHEIM. (“Beitrage zur Erforschung der wirt- 
schaftlichen Wechsellagen-Aufschwung, Krise, Stockung,”’ Vol. 
III.) Jena: Gustav Fischer, 1930. Pp. 142. 

This volume is a courageous and thought-provoking study, designed 
to create from the isolated facts found in contemporary sources a co- 
ordinated history of money values and prices in the Mediterranean 
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world during the last three centuries before Christ. Temple records 
from Delos, Egyptian papyri, cuneiform tablets from Uruk on the Eu- 
phrates, and Latin historians have provided the author with informa- 
tion from four widely separated sections which all came into economic 
contact in the course of the period. After an introductory warning 
about the incompleteness and haphazard nature of such material, he 
devotes one chapter to fluctuations in currency, another to variations 
in the prices of raw materials, a third to real property, and the last to 
freight charges, wages, the cost of living, and rates of interest. At the 
end of the book are tables in which the material has been arranged 
chronologically, and two graphs which illustrate on a percentage basis 
the increase or decline in prices of certain commodities. 

The first chapter, which analyzes the different periods of currency 
debasement, is a valuable survey of the political-economic background 
of the age, particularly interesting in its study of the effect of Rome’s 
entrance into Hellenistic affairs. The rest of the book deals with fluctu- 
ations in actual prices. The author maintains that, generally speaking, 
these fluctuations occurred simultaneously in all the countries of the 
East throughout the Hellenistic period, with Rome submitting to the 
common influence after 200 B.c. Economic movements must therefore 
be studied internationally. The work is excellent in plan. Unfortunate- 
ly, Heichelheim, forgetting his own warning, has trusted documents 
whose precise meaning it is often impossible to determine. He has been 
most successful in establishing a period of general low prices about 250 
B.c. This in itself makes his work of value. But he has too often disre- 
garded the indefiniteness of his data as to quality and measure of quan- 
tity, in reporting the changing prices of commodities. In the discussion 
of grain in Egypt, his proof of a fixed ratio between penalty prices and 
actual prices, on the assumption of which a large fraction oi his material 
is based, is not entirely satisfactory. When comparing rents, he has not 
taken into account that land varies in productivity and houses in size. 
In the matter of labor he has failed to allow for the differences in the 
character of the wage contract. Thus, his otherwise interesting discus- 
sion of the cost of living in Egypt is marred by his having overlooked 
the fact that frequently, if not always, workmen received a food allow- 
ance as well as a money wage. He has trusted the figures found in Latin 
authors—a dangerous act of faith. And he has used without sufficient 
caution documents of uncertain date. It is therefore unsafe to trust to 
the tables and graphs at the end of the book. In some instances direct 
misunderstandings of the original Greek documents occur. When the 
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references which contain an element of uncertainty have been subtract- 
ed, not enough facts remain to permit of statistical treatment such as 
he has employed. 

Nevertheless, though the work stands in need of correcting, it should 
prove of value to students of the period. It presents known material 
from a fresh and useful angle. It contains ideas which, though unsub- 
stantiated at present, may yet find justification. It cannot fail, what- 
ever its errors, to stimulate the mind of a student of ancient economics. 


ELIZABETH SAYRE 
New York City 


The Populist Revolt. A History of the Farmers’ Alliance and the 
People’s Party. By Joun D. Hicks. Minneapolis: University 
of Minnesota Press, 1931. Pp. xiii+473. $4.00. 


The populist movement has long awaited its historian. The earlier 
works of McVey and Haynes, while still useful, are inadequate, and 
such monographs as have been written for the different states are 
scattered and often inaccessible. Dr. Hicks has ably filled the gap, 
producing a thorough and sound work that leaves little to be desired. 
His material is not always balanced, and a few midwestern and a 
fewer southern states receive the major part of his attention. Yet the 
examples used are typical, and the conclusions drawn are sound. 

The study is placed against the usual frontier and agricultural back- 
ground. The author develops the farmers’ grievances in orthodox fash- 
ion and then sketches the story of the Farmers’ Alliance and kindred 
organizations as the prelude to a detailed study of political efforts that 
come to climax in the election of 1896. He does not always catch the 
full significance of the new relationship which was developing between 
the urban-industrial world and its rural-agricultural rival, but he does 
see the temporary situations that were unbalancing the whole pattern 
of American life. The efforts to combine the labor and socialist move- 
ments with those of the rurally minded populists need more study, but 
the political developments from local to national scope and the ab- 
sorption of the original impulse by the Democratic party and the silver 
interests are handled in most satisfactory manner. This part of the 
work is definitive. 

Professor Hicks’s study is sympathetic, but his judgments always 
detached. He neither critizes nor apologizes. The chapter in summary 
of the Populist contribution is particularly noteworthy in its good- 
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humored evaluations. He sees the movement as fundamentally con- 
servative, in spite of rash talk by opponents—a western movement of 
the American farmer brand. All that was needed in the end to make 
its proposals “respectable” was support by the regular parties. The 
negro saw to this in the South; Roosevelt and the Progressives did the 
work in the North. The depression has even lifted populist ideas on 
money matters out of the “‘hair-brained’”’ column, making the move- 
ment now a pleasant memory for all concerned. 

The volume is well written and interestingly illustrated with por- 
traits and cartoons. It represents a bringing together of the work that 
has to date been done in the field, rather than a new revaluation of the 
movement. Few new interpretations are offered, but the scholarship 


is so careful and the conclusions so sane that originality is not lacking. 
AVERY CRAVEN 
UNIVERSITY OF CHICAGO 


An Economic History of Australia. By EDWARD SHANN. Cam- 
bridge: University Press; New York: Macmillan Co., 1930. 


Pp. xiv+456. $6.00. 

Professor Shann’s volume is a notable contribution to the growing 
economic literature of Australia. While not an “economic history” of 
the orthodox type, the book gives an excellent account of the develop- 
ment of the Australian economy from one particular point of view. As 
the author states, he has attempted “to keep in the forefront the pri- 
vate activities by which British settlers in Australia have transformed 
a prison-yard and hunting-ground of savages into a productive annex 
to Europe and Asia.” It is his success in this endeavor that prompts 
the warning to oversea readers that the story of Australian economic 
development, in its full complexity, is not to be found in these pages. 
Professor Shann, indeed, would be the last to affirm it; and in his 
Preface he has specifically called attention to some of the omissions. 
But, while logic may dictate that studies of government expenditure on 
development “should be preceded by an outline of the private activity 
which they have been ostensibly designed to foster,”” we may still sus- 
pect that sentiment was an able advocate of logic. 

The volume is divided into three “books,”’ following the natural di- 
visions into which Australian economic history falls. Into the first, 
“Convicts, Wool and Gold,” Professor Shann has put much patient and 
able research, and has not hestitated to strike out a new line in inter- 
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pretation where he has felt it necessary. The second, “Colonial Par- 
ticularism,” carries on the story of land settlement and pastoral and 
agricultural development, describes the growth of inland transport, and 
gives an account of the great land boom of the eighties and its inevita- 
ble sequel in the early nineties. The third and shortest, “The Common- 
wealth,” devotes one chapter to the origins and extension of wage- 
fixing and three to the development of the protective tariff. As an ad- 
junct to the latter is a series of what may best be described as “short 
stories” of various Australian industries, notably dried fruits, butter, 
sugar, iron and steel, and shipping. All supply barbs for Professor 
Shann’s ready shafts. 

It is difficult for one less fully acquainted with the early sources than 
Professor Shann to pass judgment on this part of his work. The sec- 
tions dealing with the later periods have certainly been done carefully 
and skilfully. And whatever verdict posterity may pass on the author’s 
historical sense, it will not be able to convict him of dulness. He writes 
in a lively strain and has a gift for the happy phrase. Many a tasty 
morsel has been included with the more solid fare which goes to make up 
a book of this description. Throughout, the reader is stimulated by the 
occasional pithy phrase which sums up in a few words what might be 
less enlighteningly expressed in a whole chapter. For example: “‘A sci- 
entific tariff should be like the French criminal who, after being ‘psy- 
cho-analyzed,’ found that his character consisted entirely of defects.” 
Of the Commonwealth Court of Arbitration he says: “Awards not only 
became more inclusive, but as Mr. Justice Higgins warmed to his life 
work they took on a scientific method of remaining the same.”’ Again, 
“The Arbitration Courts have been led on, pushed on, and drawn into 
an increasingly elaborate rule over industry very widely defined. Men 
may be expected to discover and brood over anomalies when benevo- 
lent justice may thus be moved to essay their correction. But industry 
and commerce are very complicated, and one may in recent years mark 
a weariness in the economic Titans of the Court. Surely, they plead, 
margins for skill are fit matters for settlement by masters and men ac- 
cording to changing needs, and might not some mechanics be paid for 
what they do? The unions frown on all this.” One gathers that 
Professor Shann would much prefer to reserve his frowns for such char- 
acteristic accompaniments of prosperity by legislation as the “home 
price” for sugar, butter, and dried fruits, of which he says, “Once the 
‘costs-plus’ system has been accepted, the producer is lifted into a 
paradise where economy seems no longer imperative. ‘Justice’ names 
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the price and the other fellow pays it. Yet these ‘stabilized costs’ have 
a curious quality of restlessness.” 

Throughout the book one is never allowed to lose sight of the supe- 
rior merits of individual freedom and private enterprise as contrasted 
with the paternalism and socialism of the typical Australian govern- 
ment. Professor Shann traces the modern taint to the unfortunate cir- 
cumstances of our historical beginnings. “More than the crooked ways 
of Sydney Streets [George Street cost 400 gallons of rum in wages] may 
thus be traced to the period of military rule. Wage-earners under the 
wing of a benevolent government, traders meeting every increase of 
wages by exacting higher prices for their wares, a country population 
between the upper and nether millstones of regulated wages and prices 
seeking state assistance, but ready to pursue its own interests by the 
most direct means—all may be descried in the first dawn of exchange 
in New South Wales.” Even the arbitration system is held up as a 
transmutation of the old “rations habit” and “‘the instinctive solidarity 
of men facing a trying climate.” 

This is an eminently readable book which goes far in filling the gaps 
which have so long existed in our knowledge of Australian economic de- 
velopment. It has been provided with a suitable Index, which will en- 


hance its value as a textbook. 
ROLAND WILSON 


CANBERRA, AUSTRALIA 


History and Theory of Agricultural Credit in the United States. 
By EARL SYLVESTER SPARKS. New York: Thomas Y. Crowell 
Co., 1932. Pp. xiii+476. $3.75. 

In this book the author attempts to answer one major question: 
What economic réle has credit played in American agriculture? He has 
succeeded in his attempt. He also endeavors to answer various sec- 
ondary questions such as these: Is there any relation between cheap 
credit and dear land and agricultural depression? Did the Federal Re- 
serve banks deflate the farmer in the panic of 1920? Is the loan feature 
of the Farm Marketing Act wise? Has the farmer had enough credit 
for his own good? In the opinion of the reviewer, the author has suc- 
ceeded in answering all these questions thoroughly and truthfully. 

This book is a yoking-together of economic fact and economic princi- 
ple. The treatment is strictly topical and historical. The flow of capital 
to the frontier is pictured in detail. In the colonies and in the early 
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days of the states it was the merchant-capitalist that furnished most 
of the agricultural credit. Says the author: “As an agency of agricul- 
tural credit, the merchant played the longest, the most spectacular, 
and probably the most important réle in America.”” From this begin- 
ning of credit the author sketches the development of the private land- 
bank schemes, the public loan offices, real estate banking, farm-mort- 
gage loans by individuals and by insurance and other corporations, 
state systems of farm-mortgage credits, commercial bank loans to 
farmers, the Federal Reserve System and agricultural credit, interme- 
diate credit, and the Federal Farm Loan Act. This treatment of the 
subject enables the author to present in orderly fashion a large mass of 
information and to appraise the various credit agencies. In this man- 
ner he shows the réle of credit in our agriculture. 

The author points out the danger of too much cheap credit. “Easy 
credits and inflated land prices have been two of the greatest weak- 
nesses in American agriculture, and have brought insolvency and dis- 
appointment to a large percentage of farm families.” The speculative 
rise in land prices and the overcapitalization of farms are described. 
“Undoubtedly the program for cheap credits, sponsored by some of the 
states and the national government, overstimulated overborrowing 
and excessive speculation in land.” The author surveys the many 
“cheap money” movements since the Civil War. “Inflate the currency, 
raise prices, and bring prosperity, has been a common slogan of farm 
leaders during the various periods of depression.” 

Once for all the author smashes the curious myth that the Federal 
Reserve banks deflated the farmers in 1920 and 1921. He shows that 
these banks took exactly the opposite course. 

He thinks it would be wise to discontinue the credit activities of the 
Farm Board, since ample credit facilities are furnished the farmer by 
the twenty thousand commercial banks, the twelve Federal land banks, 
the forty-eight joint-stock land banks, the twelve Federal intermediate 
credit banks, and numerous private credit agencies. “Local agencies 
understand the needs of the farmer better than do political-boards at 
Washington.” 

The author concludes that the farmer has had all the credit he is 
entitled to—perhaps more. “Cheap credit will not solve the farm prob- 
lem.” .. . . “Cheap and easy credits have probably done much more 
towards wrecking the productive lives of American farmers than re- 
stricted and costly credits have done.” Credit abuse and credit use, 
says the author, need to be closely studied. 
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The author has the proper credentials for writing a first-class book 
on agricultural credit. The book bears the earmarks of careful and 
thorough preparation: it is well documented; it is written in a style of 
clearness and force. In the opinion of the reviewer, this is the one out- 


standing book in this field. 
James E. BoyLe 


CorNELL UNIVERSITY 


Public and Private Operation of Railways in Brazil. By JULIAN 
SmitH Duncan. New York: Columbia University Press, 1932. 
Pp. 243- $3.75. 

A comparison of the relative efficiency and utility of publicly and 
privately operated enterprise is an extremely difficult and, in these 
days, an extremely important affair. The difficulty arises primarily 
from two sources. (1) The purposes sought, and consequently the serv- 
ices rendered, are likely to be different for the two types of administra- 
tion. (2) The conditions of construction and operation are likely to 
vary so markedly as between the different enterprises as to make the 
construction of adequate standards of comparison impossible. Never- 
theless the probable importance in the near future of the issue of public 
ownership and management in this and other countries makes any light 
which can be thrown upon the matter acceptable. 

In justice to Mr. Duncan it should be said that the conclusions re- 
garding the relative merits of public and private operation which he 
draws from his extensive material are tentatively expressed and that 
the emphasis is put upon railway history in Brazil rather than upon the 
inferences from this history useful to public policy. As history the book 
represents a careful and painstaking study. It is rather unfortunate, 
however, that this naturally dry and uninspiring subject has not been 
made a trifle more palatable by a liquid and flowing style. The style is 
anything but flowing. Sentences of uniform length, and that length 
short, do not provide the medium proper to a sparkling history of Bra- 
zilian railway development. 

Although the emphasis is upon history, the author does attempt 
some analysis of the advantages and disadvantages of government op- 
eration. Apparently the material most suitable to this analysis is pro- 
vided by a comparison between the publicly operated Estrada de Ferro 
Central do Brazil and the privately operated Companhia Paulista de 
Estradas de Ferro. This comparison forms the most interesting chapter 
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in the book. Even here, however, it appears nearly impossible to arrive 
at clear-cut results. I suspect that the fault lies not with the author but 
the material, though it does seem that a little more ingenuity might 
have discovered a more or less satisfactory way of relating quantita- 
tively at least some of the different measures of comparison used. As it 
is, we learn that the government road uses inferior equipment and 
maintains it worse, that it shows a continuous deficit while the private 
road makes a profit, that it has more accidents and is heavily over- 
staffed. The private road has been much more enterprising and has a 
number of important innovations to its credit, its trains run more punc- 
tually and its treatment of employees is not inferior. On the other 
hand, the government road was constructed through a more difficult 
terrain, though its higher initial cost of construction is balanced some- 
what by a greater density of traffic, and its charges on the whole seem 
somewhat lower. There seems no way, however, of reducing these vari- 
ous advantages and disadvantages to a common unit of measurement. 

The study, as the author emphasizes, is complicated by the fact 
that the value of the Brazilian monetary unit fluctuated rather wildly 
through the whole period. Mr. Duncan adds to his account a useful 
collection of tables. 


EpWwarp S. MAson 
HARVARD UNIVERSITY 


Le bois en Europe. By EGON GLESINGER. Paris: Recueil Sirey, 

1932. Pp. xxxix-+738. Fr. 80. 

The declining consumption of lumber in the United States during 
the last twenty-five years, together with demoralized world-timber 
markets since 1929, has given rise in this country to a pessimistic psy- 
chology that the trend in world-timber consumption is permanently 
downward. Glesinger’s analysis of the pre-war and post-war timber 
situation in Northern Europe should strengthen our faith in the future 
of forests. 

A comparison of the total consumption of wood in 1913 with that in 
1928-29 revealed that, with the exception of post-war European Rus- 
sia, there was practically no diminution during that period (in 1913, 
8,644,000,000 cubic feet; in 1928-29, 8,640,000,000 cubic feet). The 
consumption of some forest commodities, like firewood and mine props, 
showed a slight diminution, but this decrease was compensated for 
by an increase in the consumption of structural timber and particularly 
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pulpwood. Thus, the total consumption of fuelwood has declined about 
7.5 per cent in Northern Europe (exclusive of Russia) since 1913, but 
the consumption of structural timber showed an average increase of 
1.6 per cent and that of pulpwood of 45 per cent. 

The inclusion of Soviet Russia in these computations spoils the pic- 
ture. In Soviet Russia, according to the statistics quoted by Glesinger, 
the average per capita consumption of wood in 1928-29 was only about 
one-half of what it was in 1913. Because of the vastness of Russia and 
its large population, its underconsumption lowered the average per 
capita consumption of wood in Northern Europe as a whole by about 
22.5 per cent since 1913. 

Some weaknesses in Glesinger’s analysis are largely a reflection of 
the inherent weaknesses of the available forest statistics—weaknesses 
which Glesinger himself clearly realizes. The greatest changes occurred 
in the countries that sprang up after the war, such as Esthonia, Latvia, 
Lithuania, and particularly Soviet Russia, just the countries for which 
there is no reliable basis for comparison. 

Russian statistics of consumption and production of wood, because 
of the difficulty of differentiating between the figures of the original 
five-year plan, control figures, and data on actual accomplishments, 
are especially confusing, particularly if one does not have free access to 
the origina! material. This great array of statistics, at times apparently 
contradictory, is only too eagerly grasped by various commentators 
who interpret them according to their social and economic astigmatism 
toward present-day Russia. If, for instance, one prefers to accept 
Erwin Buchholz’ figures‘ on the cut of wood in Russia during 1928-29— 
and they have all the earmarks of reliability—the conclusion one must 
inevitably draw regarding the consumption of wood in Northern 
Europe will be entirely different from that arrived at by the author. 
Official Russian statistics, according to Buchholz, show that the cut of 
wood from state forests, which are almost entirely in European Russia, 
amounted in 1928-29 to approximately 6,300,000,000 cubic feet. The 
timber export for that year was about 287,000,000 cubic feet, or a little 
over 4 per cent of the entire cut. This left 6,017,000,000 cubic feet for 
domestic consumption, or an average per capita consumption of over 
40 cubic feet. These figures are nearly double those given by Glesinger. 

This finds indirect corroboration in Glesinger’s own figures. He 


* Erwin Buchholz, Zustand und Entwickelungstendensen der russischen Wald- und 
Holzwirtschaft. Druck von Hermann Beyer & Séhne (Beyer & Mann) in Langen- 
salza, 1932. 
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shows a most phenomenal increase in Russian timber export of nearly 
26 per cent in one year from 1929 to 1930. Such an increase would be 
difficult to explain except by the assumption that the actual cut in 
Russia in 1929 was much higher than that indicated by Glesinger. If, 
instead of Glesinger’s figures, one used official Russian statistics of 
timber production for 1928-29, the consumption of wood in Northern 
Europe, even including Soviet Russia, would show no diminution since 
1913, but probably a slight increase. 

In this analysis of consumption trends Glesinger was of necessity 
confined, at the time he made the study, to the period between 1920 
and 1928-29. This period, with the exception of 1921, was devoted to 
reparation of the ravages of the war and was marked by a rapid rise in 
international trade and consumption of wood. During 1927, 1928, and 
even 1929, world-trade in timber reached new high peaks never at- 
tained before the war. It was, therefore, a period of abnormally rapid 
development. 

An entirely different picture would be presented if the period under 
study were to include the years 1930, 1931, and 1932, which are char- 
acterized by a collapse of the world-lumber trade and of the economic 
life of the whole world, from which it has not yet emerged. This merely 
goes to show the need of longer periods for determining the true con- 
sumption trends. 

Some of the general conclusions at which Glesinger arrives as a re- 
sult of his study are far reaching and thought provoking. He upsets the 
popular conception that consumption of wood decreases with the in- 
dustrialization of a country. In spite of rationalization of many indus- 
tries and substitutes of brick, cement, and steel in construction, con- 
sumption of wood, other than fuelwood, tends to increase as a country 
becomes industrialized. Consumption of wood in Great Britain, 
France, Belgium, and Germany seems to support this conclusion. Con- 
sumption of fuelwood shows a gradual decrease with the development 
of water power and greater use of coal, oil, and peat as sources of 
energy. 

The consumption of wood, according to Glesinger, is not directly 
related to the available forest wealth of the country. Industrialized 
countries with a low consumption of wood tend to increase it, while in 
countries rich in forests the tendency is toward a decrease in the con- 
sumption of wood as they become industrialized. He ascribes this lev- 
eling process to present-day means of transportation. This conclusion 
will probably need further proof before it is generally accepted. 
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Wood is a most flexible commodity and its use expands and contracts 
with its cheapness and availability. England, which depends almost 
entirely for its wood requirements upon importations, adjusts its use of 
wood with reference to the rise and fall of the price of wood, except in 
industries like the pulp and paper industry, in which no substitutes are 
available. Poor countries would certainly be limited in the domestic 
use of wood if they had to purchase most of it abroad. The rapid in- 
crease in the consumption of wood in Russia since 1924 would have been 
impossible were it not for the presence of vast acreages of accessible 
forests. In Norway the decline in the consumption of wood may be 
directly traced to heavy overcutting of the past, when Norway was one 
of the leading exporters of saw timber and to an actual shrinkage of 
11 per cent in its forest area between 1875 and 1907. 

The author’s conclusion that the present chaotic international trade 
in wood, with the overproduction of lumber and exhaustion of the for- 
ests, can be cured only by an international agreement to limit the cut 
to actual growth will be supported by all foresters familiar with the 
present world-situation. This conclusion assumes an added significance 
when one learns the true situation regarding Russian forests. Russia, 
which was looked upon by the rest of Europe as the one country that 
still had unlimited forest resources upon which the rest of Europe could 
depend, is actually facing the end of its most accessible forests in Euro- 
pean Russia within the next ten to twenty years and in Asiatic Russia 
within the next thirty-five years. 

The future needs of mankind for forests could have been brought 
out in sharper relief if the author had extended his analysis beyond 
Northern Europe. With the exception of Europe and North America, 
the world is just entering upon industrial development. The vast con- 
tinent of Asia is now on the threshold of an industrial expansion similar 
to that which Western Europe began some one hundred and fifty years 
ago. Russia is now going through an industrial revolution and is ex- 
pecting to double or treble her wood consumption within the next few 
years. Some parts of China are undergoing an industrial transforma- 
tion. Australia, New Zealand, and South Africa are also making rapid 
progress along industrial lines. All this means greater demands upon 
the forests, particularly the coniferous timber of the northern temper- 
ate zone, as it is this timber that is drawn upon by the countries of the 
entire world to meet their needs for wood. These forests have been pro- 
gressively decreasing from the Middle Ages up to the present time. 
Even in industrial countries of Western Europe, the present low level 
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of wood consumption, as of many other commodities, is not a sign that 
human needs and human wants have reached the saturation point, but 
rather that economic conditions are such that they cannot be satisfied. 
There is an almost unlimited field for improvement in living conditions 
for the European masses; better dwellings, both urban and rural, more 
modern conveniences in the home, etc., wait only upon improved con- 
ditions which will permit their construction. 

The book is divided into two parts. The first part is devoted to a 
discussion of Northern Europe as a whole; the second, or special part, 
discusses each country separately in great detail. The statistical analy- 
sis is confined to four items—consumption, production, international 
trade, and prices. The book is replete with tables and graphs. 

One need not accept in toto the author’s interpretation of the vast 
statistical material which he has marshaled with great skill and full ap- 
preciation of its significance. Yet, as Professor Viner says in his Preface 
to the book, “no one can rise from a careful reading of it without a feel- 
ing of admiration for the industry, the ability, and the intellectual hon- 
esty which have gone into its making.” Glesinger’s study is an out- 
standing contribution to our altogether too meager forest economic 
literature. It is particularly timely for us in the United States. Vast re- 
forestation plans are now in the making, the practicability of which 
largely depends on the future need for wood. This book should prove 
helpful to those who are seeking an answer to this question. 


RAPHAEL ZON 
LAKE STaTES Forest EXPERIMENT STATION 
UNIVERSITY OF MINNESOTA 


Future Trading upon Organized Commodity Markets in the United 
States. By G. Wricut HorrMan. Philadelphia: University of 
Pennsylvania Press, 1932. Pp. xvi+482. $5.00. 

Perhaps the greatest difficulty which confronted the earlier students 
of trading in futures was the lack of definite information concerning the 
nature and the internal operations of this trading. Until recent times 
there was no agency, public or private, which collected data bearing 
upon this question. The futures markets themselves gave little or no 
attention to the matter; in fact the leading grain futures market did 
not even know the volume of trading done upon it nor the aggregate of 
contracts held open, and the exchanges did not encourage more than a 
superficial study of their activities by outsiders. 
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Some of the outstanding men in the firms engaged in future trading 
were well informed concerning certain phases of it but they had only an 
incidental and general knowledge of the nature and the influence of 
this trading as a whole. These leaders were doubtless very well in- 
formed concerning the operations of their own commission houses and 
of their customers. But these transactions made up only a relatively 
small part of the total trading on a given exchange, and they had no 
way of knowing what was being done through competing commission 
houses except by inferences and surmises. Even the members of the 
governing committees knew nothing of specific transactions outside 
their respective houses except in the event that there was a complaint 
which resulted in an investigation of one or more transactions by a 
committee. 

Consequently even the statements of leaders in the trade were based 
largely upon general observations rather than upon specific informa- 
tion when they dealt with trading in futures as a whole. In addition, a 
large part of their recorded opinions were not given as impartial state- 
ments to the public but as testimony in defense of future trading be- 
fore legislative committees. 

In spite of this lack of definite information concerning trading in 
futures as a whole, a considerable number of valuable articles and 
treatises were written upon it, beginning with Stevens in 1887. The 
treatises of Emery were outstanding in this field. Notable among the 
others is the work of Brace, of Hubbard, and more recently that of 
J. G. Smith, and of Baer and Woodruff. Valuable points were brought 
out by these and other authors concerning the evolution of this trading, 
its place in the commercial system, and its legal position, together with 
many of its merits and faults, but in general the statements of all the 
writers concerning the workings and the effects of trading in futures 
had to be hedged and qualified, since they necessarily were based to a 
large degree upon inferences and the opinions of others. With reference 
to trading in futures, this lack of information resulted frequently in a 
tendency to discuss the potential or putative advantages and disad- 
vantages of this trading instead of its actual characteristics at the time. 
This was particularly true of the part played by speculators, which 
was presented in idealistic form by some writers. 

Much of this difficulty has been overcome in recent years. Since the 
World War substantial progress has been made by governmental agen- 
cies in ascertaining the practices involved in future trading and in 
viewing this trading as a whole, first by the Federal Trade Commission 
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and more recently by the Grain Futures Administration. The frame- 
work through which the forces of this trading act has been examined in 
detail, the major results of the various activities have been recorded, 
and the essentials of trading in futures have been revealed in outline. 
Numerous details, however, remain to be ascertained and fitted into 
the general scheme, since the high degree of interrelation between 
many of the factors has made it difficult to arrive at conclusions con- 
cerning the less prominent factors. 

Taking advantage of this additional information, Professor Hoff- 
man brings the subject up to date so far as the nature of future trading 
is concerned and presents much the clearest outline yet available of 
this trading and of the place which it occupies in present-day mer- 
chandising. He traces the modifications which were necessary to bring 
it to its present stage of usefulness and suggests others which would 
render it more desirable from a public viewpoint. He discusses the de- 
fects as well as the advantages of this trading under current conditions 
and suggests that, although trading in futures could come to occupy 
a more prominent place in marketing than it does, yet further im- 
provements are essential if it is to achieve this end or even to hold its 
present position. 

The book is well organized and readable. It is obviously designed 
chiefly for those who are not familiar with trading in futures or with 
the marketing of commodities in which futures are important. It will 
also be of value to those who are conversant with future trading, be- 
cause of its viewpoint and because of the original material which it con- 
tains. It makes no pretense of being the last word upon the subject 
nor of discussing all the details of trading in futures; in fact, a number 
of the phases of this trading which are not essential to a general under- 
standing of this nature, such as price quotations, the network of private 
wires, and trading in privileges, are treated very briefly or are omitted. 
As the author suggests, a few of the points are based upon a less com- 
prehensive analysis than could be wished, but even in these respects 
the book reflects the extent of the information available at the time 
that it was written. 

In a few places the discussion would be of greater value to those 
familiar with the subject if the controversial nature of the points had 
been indicated and the weaknesses in the opposing arguments pointed 
out. This is particularly noticeable in the discussion of the relation of 
futures quotations to cash prices, which makes no mention of the differ- 
ent conclusion arrived at by the Federal Trade Commission by statis- 
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tical analysis. On the other hand, the introduction of such materia] 
might prevent the uninitiated from getting as clear an understanding 
of trading in futures as they can obtain from the book as it is. 


H. S. Irwin 
Cuicaco, ILLINors 


Economic Theory and Correct Occupational Distribution. By 
Harotp F. Ciark. New York: Bureau of Publications, 
Teachers College, Columbia University, 1931. Pp. viii+176. 
$2.00. 

Between chapter i, “Summary of Theses,” and chapter xii, “Sum- 
mary” (by chapters), are ten brief chapters designed to arouse interest 
in the problem indicated by the title of the book, and to popularize 
some of the simplest and most general opinions of economists on the 
subject. The standpoint is rather pitifully simpliste; the author no- 
where comes to grips with the problem in relation to the more obvious 
general difficulties, to say nothing of practical ones. For instance, 
“‘workers”’ are treated as abstract units, without recognition of any 
problem of knowing what kind of material is being dealt with, and there 
is no intimation that the distribution of property has any bearing on 
the distribution of “labor.” The effect on any serious student of the 
social economic problem must be to emphasize the millennial nature of 
the task of economic pedagogy. In particular, the teacher of econom- 
ics is “between the devil and the deep sea” as to abstraction and gen- 
eralization; the public mind, which rages at any effort at intelligent 
general statement, is notoriously more “theoretical” than the most 


abstract theorist. 
FRANK H. KNIGHT 
UNIVERSITY OF CHICAGO 


Opinions and Orders of the Illinois Commerce Commission, 1930-31. 
Vol. X. By Ittmvors Commerce Commission. Springfield, 
1931. Pp. 1484. 

A public utility commission may function on one of two different 
theories, or on a combination of the two. It may conceive of itself as 
primarily a quasi-judicial body, whose function is to act in the réle of 
a court in the decision of petitions and complaints, deciding cases on 
the basis of records built up by the parties litigant; or it may operate 
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on the theory that it is an aggressive administrative body with the duty 
of initiating proceedings for the reduction of rates and the improvement 
of service whenever the facts warrant, and which uses its staff of ex- 
perts in building up records in such proceedings. The Illinois Com- 
merce Commission, which regulates public utilities in Illinois, is gen- 
erally considered to be a judicially minded body, by which is meant, 
not that its decisions are made with judicial impartiality, which is or 
should be the practice of all commissions, but that it does not, to any 
material extent, itself initiate or prosecute cases. An examination of 
the last volume of its reports, covering the period from July, 1930, to 
June, 1931, should serve as a test of the accuracy of this impression as 
well as a means of gauging the accomplishments of the Commission for 
the period covered by the reports. 

It is, of course, impossible to form a grounded opinion of the regula- 
tory work of a commission by analyzing the statutes under which it 
operates; some few of the statutory grants of jurisdiction may be in 
constant exercise, while others may be virtually dead-letters. Thus, the 
general public tends to think of a public utility commission as primarily 
a rate-making body, and, indeed, rate-making is its most important 
and distinctive function. Yet of the 786 opinions and orders in Vol- 
ume X of its reports, only 36 related to utility rates, as distinguished 
from railroad rates, over which the state commissions exercise a con- 
stantly diminishing jurisdiction. Numerically, the 6 most important 
classes of cases, accounting for almost three-fourths of the total num- 
ber, were (1) approval of leases, contracts, and interutility arrange- 
ments (131); (2) highway crossings (122); (3) motor carriers (117); (4) 
station, train, and branch-line abandonment (90); (5) freight rates 
(65); (6) applications for certificates of convenience and necessity to 
operate gas, electric, and water facilities (51). With the addition of the 
69 cases involving the purchase and sale of property, or the issuance of 
securities, or both, 645 of the cases, or over 82 per cent of the total, are 
accounted for. 

An analysis of the utility rate cases reveals that the rate activities of 
the Commission, at least so far as one can determine from their reports, 
have been even less than the number of cases involving rates might in- 
dicate. In no case were large amounts involved, most of the cases in- 
volving small telephone companies. Of the 36 cases, 4 related merely 
to the form of rates, no changes in revenue being involved. Four more 
involved voluntary reductions by utilities. Twenty-six cases involved 
applications to increase rates; one of these was dismissed for want of 
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prosecution, another because relief had already been granted by the 
Commission, and a third because relief had been granted by the courts. 
In 5 cases the Commission entered interim orders suspending proposed 
increases pending a hearing, and in 2 cases petitions for increases were 
dismissed on the merits. The remaining 16 applications for increases 
were granted. The 2 cases not yet accounted for were proceedings on 
the Commission’s own motion to reduce rates; one was merely a cita- 
tion to show cause why rates should not be reduced, and the other a 
dismissal of a similar citation. There are two additional facts which it 
is important to note; first, that despite the fact that the period was one 
of falling prices and declining valuations, in not a single contested case 
was there a rate reduction; second, that in a year of country-wide agita- 
tion for rate reductions, not one case involved a rate complaint by a 
consumer, and only a single such case arose out of the complaint of a 
municipality. 

The Commission did initiate a number of cases other than the 2 rate 
cases already mentioned, but none were of major importance. Three 
involved railroad service, 1 street railway service, 5 motor carrier opera- 
tion, 5 related to jurisdiction over warehouses, and 5 to service and 
facilities of other utilities—a total of 19. The motor carrier and ware- 
house cases were principally efforts to prevent operation by utilities 
without Commission approval. 

General conclusions as to the Commission and its work, based on 
the reports of a single year, must, of course, be made with due reserva- 
tions for the possible selection of a non-typical year. So far as the year 
in question was concerned, however, it is clear (1) that while the Com- 
mission exercised a certain degree of initiative in other matters, it as- 
sumed an almost wholly judicial attitude as far as rates were concerned; 
(2) that it was ineffective in securing rate reductions; (3) that munici- 
palities and consumers, confronted with the prospect of prosecuting 
rate cases themselves, were reluctant even to initiate them. 


Josepu C. SWIDLER 
Cuicaco, ILLINors 


American Industry in Europe. By FRANK A. SOUTHARD, JR. 
(Hart Schaffner & Marx Prize Essay.) Boston: Houghton 
Mifflin Co., 1931. Pp. xv+ 264. $3.00. 

The author of this book has performed an arduous task in gather- 
ing from all available sources what scattered bits of information are to 

be had about American industry in Europe and piecing them into a 
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mosaic so that the main patterns may be seen. It must have been a 
laborious undertaking to write the long chapter on “The Extent of 
American Industry in Europe,” which takes up the electrical industry, 
the telephone and telegraph industry, the petroleum industry, the 
automobile industry, the mining and metallurgical industry, the mo- 
tion picture industry, drugs and chemicals, and other industries, as- 
sembling in each case such data as the names of American companies 
having branches or subsidiaries or affiliates in Europe and the nature 
of their oftentimes very complicated working agreements with Euro- 
pean firms. Charts are to be found making graphic the intricacies of 
the international relationships in Europe of Standard Oil, International 
Telephone and Telegraph, Eastman Kodak, Ford Motor, General 
Motors, General Electric, etc. The work seems to have been conscien- 
tiously done, and the accessibility of the results has been enhanced by 
the addition of an Index of Companies, listing more than five hundred 
American and European organizations mentioned in the text, as a 
supplement to the usual Subject Index and Bibliography. 

The analytical chapters treat of the external form of American in- 
dustry in Europe—agencies, branch houses, majority control of sub- 
sidiary companies, minority interests, working agreements, concessions 
and contracts, licensing agreements—the factors which bring about the 
migration of American industry to Europe, problems of organizing and 
operating European subsidiaries, and general problems which arise out 
of the migration of American industry to Europe, such as relations with 
cartels and governments and the protective measures inspired by the 
fear of ““Uberfremdung.”’ The most suggestive idea in the book, to the 
reviewer, is Southard’s observation that a “new export technique” 
has arisen which is tending to substitute the export of capital and 
management at many points for the export of goods. 


EUGENE STALEY 
UNIVERSITY OF CHICAGO 


The Government in Labor Disputes. By Epwin E. Witte. New 
York: McGraw-Hill Book Co., Inc., 1932. Pp. xi+352. $4.00. 


In this book, Dr. Witte has essayed a stupendous task. In “‘an eco- 
nomic, rather than a legal treatise,” he has presented certain facts 
which will enabie the general reader to “grasp the complicated ques- 
tions which are at issue”’ in labor disputes. In order to show how the 
government works in labor disputes, he has sketched the broad out- 
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lines and some of the details of a composite picture; and he has indicat- 
ed a philosophy of government attitudes which he believes should be 
followed in such matters. 

In preparation for the drawing of the picture, Dr. Witte has care- 
fully studied all of the relevant literature of the last twenty years. 
Some of the literature is technical, and some is non-technical; some of 
it is prejudiced in one direction, some in another direction, and some 
not at all. The more important of the sources are indicated by generous 
bibliographical notes, which are appended to the several chapters and 
which should prove of great value to the reader who may wish to pursue 
further some aspects of the subject. 

The sketching of the background and the painting of the outlines 
of the picture itselfi—government at work in labor disputes—have been 
faithfully and clearly done, for the most part; but there are a few dis- 
tortions of line and figure which, it is believed, should be pointed out 
so that, when the time is ripe, they may be retouched and brought into 
somewhat sharper focus. 

For one thing, it seems highly probable that the thoughtful reader 
will not be satisfied with the discussion of the “illegality” of strikes in 
chapter ii. The term “illegal” carries at different times such different 
connotations that the significance of this chapter is considerably 
dimmed by reason of lack of specification as to which meaning or 
meanings the author has in mind. 

Further, there are several points at which the reader may very 
easily be mystified or misled by certain more or less serious confusions 
of issues. For example, from the discussion on page 48, the reader 
without technical training (and, alas! some readers with it) will never 
realize that one of the problems which is involved in some conspiracy 
cases is: How far does the analogy hold between the concept of con- 
spiracy as a crime and the concept of conspiracy in the law of injunc- 
tions? There is a real issue here, not yet settled; but some reported de- 
cisions do in fact indicate that a given act may be a part of a criminal 
conspiracy or a part of an actionable conspiracy, or both, and still not 
be enjoinable. (See Journal of Business, April, 1932, p. 128.) On page 
212, there is a mistake as to the decision of the Supreme Court of the 
United States in Adair v. United Siates. The issue in that case was not 
the “right” of employers to discharge their employees; the issue was 
whether or not Congress has the legislative power to restrict that ad- 
mitted “right” by punishing as a misdemeanor the making of a “‘yel- 
low-dog contract” in an attempt to exercise the “right.”’ This mistake 
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may at first seem rather insignificant; but it is of considerable impor- 
tance just now because of the bearing the decision in the Adair case may 
have upon the question of the validity of the Norris-La Guardia Anti- 
injunction Bill, approved by the President on March 23, 1932. At the 
bottom of page 229 and top of page 230, there is confusion as to the 
nature of the issues of constitutionality of state and federal statutes. 
Usually, issues of policy are not legitimately before the courts in such 
cases; and the police powers of the states and the powers of Congress 
are nowhere limited in terms of the “social consequences” of the legis- 
lation in question in such cases. On page 302, there is evidence of an 
assumption that federal legislation may not lawfully be discriminatory 
in character; but the reviewer is not aware of any such general restric- 
tion upon the powers of Congress. In chapter xiii, in his support of the 
Norris bill (above referred to), Dr. Witte seems to have overlooked 
something which, to the reviewer, seems fairly obvious; namely, that 
not only the validity but also the effectiveness of the Act will depend 
upon the chance temper of the Supreme Court at the moment when the 
bill comes before the court for construction and interpretation. It is 
quite conceivable that the court may uphold the bill, either as a whole 
or in part, as a valid exercise of the powers of Congress, while at the 
same time the court may so interpret some of the language used in the 
Act as to take all of the life out of those parts of the Act. Such a fate 
befell the Clayton Act; and the language of the Norris Act, in several 
of its sections, does not sufficiently guard against a recurrence of a 
similar result. 

In spite of these and a few scattered and rather slight technical 
faults of execution, the picture is drawn with accuracy. In fact, such 
defects as one finds may be quite insignificant in their effect upon the 
effectiveness and authenticity of the work as a whole; but, to one 
familiar with issues in the field, such defects do mar the work, and one 
is sorry for it. 

Opinions doubtless will differ, but to the present reviewer the most 
important part of Dr. Witte’s contribution is found in the final chap- 
ter. Here is a discussion of a policy of government neutrality in labor 
disputes. The discussion represents sound and sensible economics. It 
advocates a policy of laissez faire in its best sense. Apart from fraud, 
violence, and intimidation, let government stand aside to see fair play, 
and let the spontaneous economic forces in labor disputes play out 
their drama until the playwrights and actors learn, either that each of 
the forces is indispensable to the others, or whatever other lesson is to 
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be learned from the economic struggle. For government to take sides 
is to spoil the show and to reach a fictitious conclusion or none at all. 
It is the reviewer’s belief that the final chapter and the chapter on con- 
ciliation outweigh adverse criticism of other matters in the book. The 
general reader will get from this book a rather accurate and specific 
idea of what government does in labor disputes; and he is offered a 
highly sensible statement of what government should do and of what 


it should not do in this connection. 
Jay FInvey Cuarist 


UNIVERSITY OF CHICAGO 


The Trained Woman in the Economic Crisis. Employment and Un- 
employment among a Selected Group of Business and Professional 
Women in New York City. By AMERICAN WoMAN’s AsSsocIA- 
TION in Co-operation with the PRESIDENT’s EMERGENCY Com- 
MITTEE FOR EMPLOYMENT. New York, 1931. Pp. vi+1o2. 


$1.00. 

In a small, cleverly printed book of scarcely over one hundred pages, 
the authors of this report have made available in clear, concise, and 
attractive form the results of an investigation into the facts of employ- 
ment and unemployment of about 2,oc00 members of the American 


Woman’s Association. This group, representing 150 vocations, is com- 
posed for the most part of mature, well-established, and well-paid 
business and professional women in New York City. It is not represen- 
tative of business and professional women in general, but rather of the 
relatively small section of those who have achieved more than the 
average degree of success in their fields of activity. While primarily a 
study of the experiences of these women during a period of economic 
depression, the study is quite as important for the light it throws upon 
the professional and economic status which a group of the more suc- 
cessful women have been able to achieve within recent years. 

The study of unemployment was made in February, 1931, before 
the full force of the depression had been felt, but with certain allow- 
ances, notably in the case of public employees, it may be taken as 
typical of a trend. As might be expected, women suffered most in those 
fields which were hardest hit by the depression: manufacturing, com- 
merce, and transportation. In these fields unemployment among 
salaried women ranged from 11.5 per cent to 14.3 per cent. As a rule 
it appeared that the executive and the expert were dispensed with 
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before the person holding the minor position. The relative stability of 
publicly regulated enterprise was indicated by the fact that for the 
two years from October, 1929, to February, 1931, the rate of unem- 
ployment among public and semi-public employees was only from 1.2 
per cent to 1.4 per cent. The same differences held true for reductions 
in earnings, although salary cuts were more general among public 
employees than loss of work. Of the women at work on their own ac- 
count, 58 out of 186 reported reduced earnings. 

The average period of unemployment was eight months. Two-fifths 
of the women thrown out of work found no jobs. Women in the lower 
earning groups found it relatively easy to get new positions, for the 
middle group it was harder, and most difficult of all for the women 
earning incomes of $7,000 and more. Of those who succeeded in secur- 
ing tide-over positions, 96 per cent found irregular earnings insufficient 
to maintain their customary standard of living, and 65 per cent could 
not earn even the necessities. All had to draw on savings. Almost 
one-third had to borrow from friends and relatives. Only 1.1 per cent 


drew unemployment insurance benefit. 
HELEN FisHER HOHMAN 
EVANSTON, ILLINOIS 


Cost of Living Studies IV. Spending Ways of a Semi-skilled 
Group. Compiled under the direction of the Heller Committee 
for Research in Social Economics of the University of Califor- 
nia. University of California Publications in Economics, V, 
No. 5, 295-365. Berkeley: University of California Press, 
1931. $0.90. 

New York State Board of Housing Report on the Standard of Living 
of 400 Families in a Model Housing Project—The Amalgamated 
Housing Corporation. By ASHER ACHINSTEIN. New York, 
1931. Pp. 93. 

The study of the incomes and expenditures of the families of ninety- 
eight street car employees in the San Francisco East Bay Region in 
1925 is the third of its kind to be carried on by the Heller Committee 
of the University of California. The earlier studies were designed to 
show the habits of expenditure of the professional class and of highly 
skilled wage-earners. The ninety-eight families are treated as a homo- 
geneous group, and data on expenditures are given for the major cate- 
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gories of consumption collected by the schedule method. As in the 
earlier studies, expenditures for household operation and miscellaneous 
items are given in unusual detail. For all items the median as well as 
the mean expenditure is given. 

It cannot be said that anything very clear cut in the way of con- 
clusions emerges from this study. It does not appear that the spending 
pattern of the semi-skilled group is unique in any particular. Rather it 
appears that this group attempts to realize the same standard of living 
as the others studied, but must do so within narrower income limits. 
As spenders, what mattered was probably not that their job required 
little skill but the fact that 70 per cent had incomes between $1,600 
and $2,000. It would probably have been better if averages had been 
calculated for this income group alone or for the 48 per cent with in- 
comes between $1,600 and $1,800. 

The primary conclusion drawn by the Committee from the study 
was that “the income was not sufficient to provide for the rising 
standard of dress, especially for children in school, to free the wife 
from the heaviest housekeeping burdens, to pay for adequate medical 
care or to make adequate provision for old age, or for the husband’s 
death.” So far as is indicated, all of these ends are equally desirable. 
It is interesting, in general to note that it is usually sins of omission 
rather than commission in expenditure that are revealed in these 
studies. 

The New York study covers 400 families and the year 1930. At 
least thirty different occupations are represented and a wide range of 
incomes. They were homogeneous only in the fact that they were 
Jewish and lived under one roof. Yet averages for the entire group are 
calculated for the major classes of expenditure and their major sub- 
divisions. It is difficult to see what of significance lies in these figures 
except possibly to the commissariat that supplies the building. 

The study gives in addition, however, unusually detailed informa- 
tion concerning the expenditures of these families classified by their 
total annual expenditures. One interesting point that is brought out is 
the difference between the average expenditure for food, clothing, rent, 
and other items when the families are classified on the basis of income 
and when classified on the basis of the total expenditure. Other studies 


give one or the other; this one gives both. 
HAzEL Kyrk 


UNIVERSITY OF CHICAGO 
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The Christian Socialist Movement in England: An Introduction to 
the Study of Its History. By GILBERT CLIVE Binyon. New 
York: Macmillan Co., 1931. Pp. x+238. $3.50. (London: 
Society for Promoting Christian Knowledge, 1931.) 
Admittedly a “preliminary survey,’’ this book leaves the reader with 

a sense of frustration and wasted effort. It deals, confessedly, only 
with Christian Socialism in England, and even that in a narrower sense 
than one would expect. The author suffers from an unconscious dog- 
matism that mars his historical outline. Christianity is virtually 
equivalent to the theology of the Anglican Church. “Revealed religion 
is the only faith that can survive.” ‘““The Law of Nature is not an 
imitation of the nature that is lower than man, nor is it a law of man 
in despite of his lower naiure; it is, in fact, the Law of Human Nature; 
it listens to the voice of conscience and it takes account of Nature and 
therefore it really assumes or depends on the Historic Faith.” This 
rather meaningless type of generality is all too common to satisfy either 
the logical theologian or the scientific economist. 

Despite the fact that Canon Raven in his work on Christian Social- 
ism refers to Carlyle as the “inspiration” of the movement, Binyon 
never alludes to his influence. Though the author goes back, in 
origins, to John Wesley and Robert Owen, and unearths a large number 
of comparatively unknown divines in his research, he does not mention 
that notorious ex-nonconformist minister and arch agitator of Chartist 
days, William Benbow. Yet the aim behind Benbow’s “‘sacred holi- 
day,” or general strike (to abolish poverty and secure for all “‘at the 
least expense to all, the largest happiness of all’’), was closely akin to 
the social aims of more respectable churchmen such as Maurice, 
Kingsley, and the later Christian Socialists. 

The efforts of the Christian Socialists, as Binyon shows, failed to 
create any lasting organizations of producers’ co-operation, but the 
movement did achieve two worthy results. It left a tradition of 
religious fervor and belief in the ranks of British labor leaders that was 
not evident on the Continent and it aroused considerable numbers of 
official church members to recognize the existing hypocrisy of their 
organized Christianity, which left the workers to fight their own battle 
for justice in industry. The devoted service of many middle-class 
churchmen to the improvement of industrial conditions was one direct 
outcome. 

Nevertheless, Binyon’s book supports, rather than refutes, the 
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great difficulty of bringing together ecclesiastical Christianity and 
socialist practice. 

Binyon speaks more than once of the need to create a “Christian 
Sociology,”” which appears in his mind to be the formulation of a 
“sociology based on the principles of the Faith.” Almost in the same 
breath he implies that equally important would be the restoration of 
“the Eucharist as the central act of Christian worship.”’ The lack of 
scientific thought, of clarity in the definition of his major terms, 


detracts from his historical sections. 
Witrrip H. Croox 


Srumons COLLEGE 
Boston 


French Mercantilist Doctrines before Colbert. By CHARLES WooL- 
sEY CoLE. New York: Richard R. Smith, Inc., 1931. Pp. xiv 
+243. $2.50. 

This book contains a full summary of the doctrines of Laffemas and 
Montchrétien and a much less complete account of those of their con- 
temporaries. It is a useful little volume for the English-speaking read- 
er, and provides an adequate and readable treatment of the subject for 
a student of the history of economic thought who is unacquainted with 
French. Dr. Cole, for the most part, is going over well-trodden ground, 
and the more serious scholar will not be able to dispense with the arti- 
cles devoted to Laffemas and to early manifestations of Colbertism by 
Professor Hauser, or with the brilliant treatment of the subject in its 
monetary and financial aspects in Professor Paul Harsin’s Doctrines 
monétaires et financiéres en France—to mention only two outstanding 
contributions to our understanding of early French mercantilist doc- 
trines. Dr. Cole’s excellent Bibliography is a valuable guide to second- 
ary work on this subject as well as to the original documents and tracts. 

In his first chapter, Dr. Cole finds traces of mercantilist doctrines in 
“scattered concepts” as early as the middle of the fifteenth century. 
His examples prior to the writings of Bodin are taken almost entirely 
from recitals in enactments. What they show is that the French state 
was concerned with a variety of economic problems likely to stimulate 
mercantilist thinking. The chapters devoted to Laffemas and Mont- 
chrétien are very detailed. Dr. Cole has taken much pains to absorb 
the thought of these writers, and he has knit it together with skill. He 
is inclined to make their views rather more systematic than is perhaps 
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justifiable. While he agrees with Professor Harsin that the concept of 
mercantilist doctrines as a unit is a fiction created by the modern mind, 
he talks of the “systems” of Laffemas and Montchrétien in spite of 
Harsin’s insistence that, at least until Colbert, we meet with no co- 
herent system setting forth the mercantilist program. His work would 
have gained in general interest if he had been able to fit the thought of 
the period into the social and economic background with the sureness 
of touch which a more profound understanding of French history would 
have given him. The book should be welcomed, nevertheless, as a suc- 
cessful attempt to introduce the English reader to a period in French 


economic thought which is frequently neglected. 
Joun U. NEF 


UNIVERSITY OF CHICAGO 


Grundlinien einer politischen Okonomie und andere Beitrige der 
amerikanischen Zeit 1825-1832. By Friepricu List. Edited 
by Witt1aM Notz. Berlin: Reimar Hobbing, 1931, Pp. xiv+ 


530. 
The exact extent of the influence upon the later author of Das na- 
tionale System der politischen Okonomie of his seven-year residence in 


the United States has long been discussed. That he first expressed his 
characteristic views in the Outlines of American Political Economy 
(Philadelphia, 1827) and that his ideas were considerably affected by 
his study of American economic life have never been disputed. The 
amount and nature of his indebtedness to the American economist, 
Raymond, however, has been the subject of a long-continuing con- 
troversy. Less attention has been paid to List’s counter-influence upon 
his temporarily adopted country. 

Understanding of these matters will be greatly advanced by this 
scholarly volume, admirably edited by Professor Notz and constituting 
Volume II of the Friedrich List Gesellschaft’s edition of the economist’s 
collected works. In the first place, much new material written by List 
during or bearing upon the American period is here made generally 
available. In addition to the Outlines, Professor Notz reproduces a 
number of public addresses, open letters to American statesmen, and 
comments upon official reports, which he has discovered in pamphlet 
form or in the files of contemporary newspapers. These items which 
largely deal with problems of the tariff and the manufacturing inter- 
ests, as well as a series of letters written in connection with List’s con- 





272 BOOK REVIEWS 


sular services to the United States in France (1830-31) and at Leipzig 
(1834-37), are in English. The reader is also offered, however, in Ger- 
man, passages from List’s day-book, from the Readinger Adler, of 
which the economist was editor from 1826 to 1830, and from the A meri- 
kanisches Magazin (Altona und Leipzig, May, 1835), to which List 
made certain contributions. In these latter writings are to be found 
discussions, not only of basic economic problems, but also of the general 
American scene and of current events on both sides of the Atlantic. 

Not only is nearly all of this material, except the Ouélines, here pre- 
sented between covers for the first time, but it has been edited with the 
utmost meticulousness by Professor Notz, whose notes occupy some 
175 pages. In addition, the editor has prefaced the volume with what 
must now take its place as the definitive account of List’s American 
experience. Two of his conclusions deserve special mention: first, that 
List’s ‘“‘system”’ had begun to form in his mind before he left Germany, 
but that, nevertheless, he must almost certainly have read and been 
affected by Raymond’s Thoughts on Political Economy; and second, that 
List’s direct and indirect influence upon the outcome of the American 
tariff controversy of his day has been much underestimated. 

This brief account should serve to indicate the importance of this 
book to all who are concerned either with the history of economic doc- 
trines—especially of those dealing with freedom of trade—or with the 
development of American economic life and popular thought. 

Kar W. BIGELOW 
UNIVERSITY OF BUFFALO 


Minor Papers on the Currency Question 1809-1823 by David 
Ricardo. Edited with an Introduction and notes by Jacos H. 
HOLLANDER. Baltimore: Johns Hopkins Press, 1932. Pp. ix 
+231. $3.00. 

Professor Hollander, in this excellently edited volume, once more 
makes a substantial contribution to our knowledge and understanding 
of Ricardo and his work. He demonstrates again the same exacting 
standards of scholarship, scrupulous respect for texts, and comprehen- 
sive knowledge and deep insight into the trends of thought and the 
course of political and economic events of the classical school period 
which have made his previous Ricardian studies a model worthy of 
close imitation. As editor, he never obtrudes himself unduly upon his 
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texts, but his concise and meaty notes are invaluable aids to the appre- 
ciation of the material presented. 

The material here first published from the original manuscripts, or 
in a few instances reprinted from inaccessible and hitherto unknown 
sources, consists of correspondence of Ricardo with Francis Horner, 
Say, and others, of a series of letters to the Morning Chronicle dealing 
with the Bullion Report, and of notes and memoranda by Ricardo on 
various books and topics. The book has a large measure of unity since 
most of its contents deal with currency problems. 

While the material here brought to light will not make necessary any 
substantial revision of the accepted interpretations of Ricardo’s doc- 
trinal position, it does serve to make clearer than they have hitherto 
been some phases of his currency doctrines, and especially the extent 
and the basis of his differences on some points with the other prominent 
advocates of the bullionist doctrine. It also shows, as Professor Hol- 
lander points out, that Ricardo was a careful reader of the economic 
literature of his time, and it provides additional evidence, if such were 
needed, of Ricardo’s broad-mindedness and intellectual integrity. 


Jacos VINER 
UNIVERSITY OF CHICAGO 


The Fair Rate of Return in Public Utility Regulation. By NELSON 
Lee Situ. Boston: Houghton Mifflin Co., 1932. Pp. xiii+ 


334. $3.00. 

Professor Smith has explored a neglected corner of public-utility 
valuation. On this score, his book on the rate of return is a welcome 
contribution. Although the volume falls somewhat short of the ex- 
pectations stimulated by its title, it is a promising and praiseworthy 
start. 

The partnership between the rate of return and the rate-base in the 
valuation process dominates the first chapter, which also sketches the 
economic and legal background of the subject. At the outset Mr. 
Smith states the basic assumption which colors his entire analysis. 
Briefly stated, since our economic system is ruled semiautomatically 
by competition, regulation of non-competitive industries should be a 
substitute for competition; regulators should seek to reach the same 
prices and rates of return that would result from competition if that 
force were allowed to enter. On this premise, the cost of reproduction 
theory should govern the determination of both the rate-base and the 
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rate of return. The rate of return in a regulated industry should reflect 
current “opportunity costs” or investment yields; otherwise capital 
will not be apportioned properly throughout the system in accordance 
with the “competitive pattern” so as to prevent “over-investment 
when values fall and under-investment when values rise.”” Professor 
Smith is thus logically consistent in his advocacy of the reproduction 
cost theory. 

In subsequent chapters, the author separates “fair return’’ into its 
economic elements; links the return on capital to the level of rates for 
service to consumers; computes indexes of rates of return allowed and 
of rates that would be fair, according to his theory; and analyzes the 
several factors considered by commissions and courts as influencing 
fair rates of return. 

Probably the widest general interest will attach to Mr. Smith’s 
indexes of a “calculated norm—rate of return’”’ and of rates of return 
allowed, for the years 1915-28. The former is an index of average 
public-utility bond yields at market prices plus 0.5 per cent, represent- 
ing one-half the difference between bond and stock yields. The latter 
is an arithmetic average of the stated percentages of return found in 
over a thousand commission and court cases. When these two indexes 
are graphed, the average rate of return allowed appears above the 
“calculated norm” in every year except 1920, and substantially above 
during 1915-17 and 1923-28, inclusive. Similar data are shown for 
railroads. 

From such figures and from copious reading of commission and 
court cases, Mr. Smith concludes that regulatory agencies have not, 
especially in recent years, fixed rates of return according to economic 
principles, and that the rates allowed have been higher than was eco- 
nomically justified or fair. 

Mr. Smith is probably right in his major conclusion of fact, but his 
methods are not thoroughly persuasive. Though the indexes are in- 
genious, little or no consideration is given to such relevant factors as 
capital turnover and operating ratios in relation to necessary rates of 
return, holding company capital structures and their effect upon oper- 
ating subsidiaries, the contractual nature of bond interest, and bankers’ 
margins. For an established policy, with variations to suit special 
cases, it seems more defensible to base the reasonable rate of return for 
a given company upon that company’s actual historical cost of raising 
various kinds of capital, checked for reasonableness by the experienced 
costs of comparable companies and by current security yields. Mr. 
Smith’s main test should be but one check of the reasonableness of 
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actual costs. To apply such a policy, we need more analyses of indi- 
vidual company experience. 

Should regulation ape competition? This is a time when our ideas of 
the réle of competition are being drastically revised. We are finding 
that competition is not as pervasive as we have blithely assumed, and 
that it does not always “work” well. As a practical matter, however, 
the “results of competition” frequently are very hazy guides to an ad- 
ministrative body on the firing line. 

Finally, in the absence of thoroughgoing control over capital addi- 
tions, I do not see how moving the rate of return up or down will con- 
trol in any very precise way underinvestment and overinvestment of 
capital funds in a given utility industry. General rate cases involving 
individual companies do not occur every year; and regulatory proce- 
dures are ordinarily cumbersome and relatively inflexible. How would 
Mr. Smith, as a public-utility commissioner, reduce rates for service 
and rates of return of all companies in a given industry, in order to re- 
tard the inflow of capital, in the face of the companies’ claim that such 
action would impair capital already invested and hamper the main- 
tenance of adequate service? 

Notwithstanding such points of dissent, both theoretical and prac- 
tical, Mr. Smith’s book is valuable as a stimulus to further study of a 


neglected subject. 
E. W. MorEHOUSE 


Pusic SERVICE COMMISSION OF WISCONSIN 
Maptson, WISCONSIN 


Some Phases of Fair Value and Interstate Rates. By JAMES Bar- 
cLAY SMiTH. Baton Rouge: Louisiana State University Press, 
1931. Pp. 1o1. 

This monograph is concerned with government control of interstate 
railroad rates. The author examines the Valuation Act of 1913 and the 
rate-making and recapture provisions of the Transportation Act of 
1920, and, throwing them against a background of valuation and rate- 
of-return theory, records an enthusiastic approval. The “background”’ 
contemplates a rate base constructed in the first instance on the pru- 
dent investment plan (with additions for going value, as measured by 
the capitalization of early losses, and deductions for depreciation), 
brought up to date by cumulative net additions valued at actual cost; 
and a rate of return sufficiently elastic, under varying conditions, to 
attract “enough” capital. This, the reader is informed, is the rule of 
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Smyth v. Aimes, steadfastly adhered to by the Supreme Court, and now 
embodied in statutory form in the legislation under consideration. 

The author claims little originality for the philology which he sets 
forth in his introduction. He is far too modest: in attempting to fasten 
the term “prudent investment” on to the composite mass of heteroge- 
neous and conflicting considerations thrown by a bewildered court into 
the valuation rule of Smyth v. Ames, he has essayed, single handed, a 
philological feat of really startling proportions. Certainly, “prudent in- 
vestment” so constituted will receive slight support from those accus- 
tomed to rally under its banner. A rule of valuation which attempts to 
enfold every mutually inconsistent theory imaginable and to blend 
them into a harmonious symphony through the casual employment 
of a directionless, purposeless “judgment,” has little charm for the 
analytically minded. While one may accept such a rate base, grudging- 
ly, as a compromise starting point, to be brought up to date (and thus 
dissipated) as soon as possible through the process of depreciation and 
addition at actual cost, it will require more than Professor Smith’s 
glowing treatment to induce enthusiasm over the prospect. And this is 
particularly true in light of the very great probability that, under the 
genius of a judiciary which decries “formulae’’ and extols “judgment,”’ 
the rule of Smyth v. Ames will continue indefinitely to serve as the end 
as well as the starting point of rate valuation. The O’Fallon case has 
not yet been explained away. Despite the “intent of Congress,”’ it is 
to be feared that all the railroad rate and valuation legislation to date 
has failed to free rate regulation in the slightest degree from the blight- 
ing effect of Smyth v. Ames. 

The author deals outspokenly with all phases of his subject. Much 
that he says will command acceptance. Other assertions, however, 
open controversies far beyond the capacity of a 75-page monograph to 
resolve. For example, there will be dissent from the propositions that 
valuation is solely a judicial problem; that competitive economics af- 
fords no guide in rate regulation; that going value is inherently to be 
included in prudent investment; that the 6 per cent maximum provision 
in the recapture clause is not permanent and that the recapture clause 
itself is an important feature of the regulatory scene; as well as from 
others. All in all, it is difficult to conclude that Professor Smith has 
clarified the atmosphere. Uncertainty as to where the train of analysis 
is leading, and an occasionally baffling sentence structure, make the 


task of the reader unnecessarily difficult. 
BEN W. Lewis 


OBERLIN COLLEGE 
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Ocean Transportation. By ABRAHAM BERGLUND. New York: 

Longmans, Green & Co., 1931. Pp. x+432. $4.00. 

In this volume on Ocean Transportation, Berglund’s stated purpose 
“is to present the facts and conditions essential to a proper apprecia- 
tion of the economics of ocean transportation ” He accomplishes 
his purpose admirably. His book is an accurate, interesting, and well- 
rounded treatment of this difficult and highly important subject. In 
fact, Berglund’s Ocean Transportation may be classed with Sargent’s 
Seaways of the Empire as outstanding books in the field of ocean trade 
and transportation. 

Six qualities elevate this volume to a high rank in its field. Cover- 
age is attained to a higher degree than by any other book on the sub- 
ject. Effective balance is secured by a wise selection of topics and mate- 
rials, by courageous restraint in the treatment of topics, and by dis- 
criminating elimination of materials along the way. The subject mat- 
ter is well presented in that commonly the author proceeds directly to 
his point and states it clearly and concisely. He has, moreover, an 
agreeable change of pace and an intelligently used vocabulary. The 
author demonstrates authority in the field. He has digested both the 
secondary and the primary source materials and in many ways betrays 
the hand and the understanding of a scholar. The text carries earmarks 
of effective editing both by the author and by E. L. Bogart, general 
editor of the series in which the work appears. The volume is effective- 
ly organized into seven parts and twenty-one chapters. The parts 
throw into relief the important aspects of the subject as Berglund sees 
them, while the chapters, numbered consecutively, introduce the con- 
tinuity of thought essential to an understanding of the general subject. 

The conclusions stated in the preceding paragraph are based on 
classroom use of the volume. Such use demonstrates that it makes an 
excellent text in that a student is able to acquire from it an initial un- 
derstanding of the major characteristics of ocean transportation. Class- 
room use also betrays the fact that the volume has one aggravating 
technical fault—a fault which it is to be hoped will be remedied in fu- 
ture editions. This fault concerns the presentation of the numerous ta- 
bles which buttress the conclusions and illustrate the points made by 
the author. Since these tables are not numbered serially, and since 
there is no list of illustrations, it is almost impossible to locate quickly 
a table which one knows is somewhere in the text. The matter is ag- 
gravated further by the fact that the titles of the tables do not appear 
as items in the Index. 
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The scope of Berglund’s volume is shown by the titles of the seven 
parts of his organization, namely: (1) “General Nature of Water Trans- 
portation”; (II) “Water Carriers”; (III) “Water Routes and Termi- 
nals”; (IV) ““Water-borne Traffic”; (V) “Rates, Costs and Competitive 
Conditions’’; (VI) “Organization of Ocean Carriers’; and (VII) “Mer- 
chant Marine Policy.” Part I deals with the general characteristics and 
divisions of ocean transportation, and gives the setting for the other 
parts. Parts II, III, and IV are concerned with shipping and the other 
physical equipment and facilities essential to ocean transportation. 
With the exception of the treatment of water routes, all of these topics 
are presented as well as, or better than, they have been presented previ- 
ously. Parts V and VI give abundant proof of the high quality of Berg- 
lund’s scholarship. Quite evidently he worked through an enormous 
body of elusive and fragmentary materials in order to produce a mas- 
terly treatment of such difficult topics as marine rates, operating costs, 
and shipping organization. The final division of the volume (Part VII) 
deals with merchant-marine policy and with the problems confronting 
American shipping. The author presents his ideas and facts in such an 
illuminating fashion that the reader gains a working concept of the fun- 
damentals underlying these difficult questions. One wishes that this 
concept might be in the minds of all those intrusted with the develop- 
ment of our merchant-marine policy. 

In gathering and checking material for this volume and in the prep- 
aration of the manuscript the author was given help by the Committee 
on Research and by the Institute for Research in the Social Sciences at 
the University of Virginia. The University is to be congratulated in 
furthering investigation of a subject as vital as this. Professor Berg- 
lund’s book amply justifies the support he received. He has given us a 
notable book on a subject which is bound to be of increasing significance 
to the American nation. In this volume the author has provided a high- 
ly creditable college text and at the same time has developed an in- 
teresting and valuable work for the general reader. 


CHARLES C. CoLBy 
UNIVERSITY OF CHICAGO 


El Banco de Espatia. By JUAN-ANTONIO GALVARRIATO. Madrid: 
Graficas Reunidas S.A., 1932. Pp. 416. 
There is strikingly little significant discussion of the Bank of Spain 
in banking literature, English or Spanish. Willis and Beckhardt find 
no place for the Spanish Bank in their volume on foreign banking sys- 
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tems, although it is in a very real sense the central and national bank. 
It has exclusive privilege of note issue; controls the gold and silver re- 
serves of the nation; is the fiscal agent of the government, and at the 
same time the bankers’ bank; and is the largest bank for the public. 

Galvarriato is the author of numerous publications dealing with the 
economic development of Spain, and is at present preparing a history 
of the Spanish Exchange from 1831 to 1931. One would expect from him 
a careful analysis of the operations of the bank in terms of national 
development, industrial and commercial growth, and international 
finance. Instead there is offered an excellent history of Spain since 
the organization in 1829 of the Banco Espajiol de Fernando (which 
became the present Banco de Espajia in 1856). The author finds seven 
periods in the life of the bank, each one initiated by a change in the 
laws and charter under which the bank operated. The period is then 
treated under three heads—the political situation; the economic and 
financial conjuncture; and the part played by the Bank of Spain. 

Throughout the entire text this reviewer felt an attempt, not al- 
ways successful, to whitewash the operations of the bank. In chapter 
xiv are brought together five major criticisms often raised against the 
bank, which the author attempts to answer: (1) the bank is concerned 
only with the interests of its shareholders; (2) it is too closely tied to 
the government; (3) it competes with the private banks; (4) it has an 
overlarge note circulation; (5) it distributes excessive dividends on its 
capital. The order of arrangement cleverly reveals the contradiction 
of some criticisms, and Galvarriato makes the most of this. But in no 
case does he bolster his contentions with statistical support. Much of 
his answer to the charges is rhetorical, and his annotations are merely 
appeals to similarly unsupported statements. 

Actually, there is considerable weight to four of these five criticisms. 
If it is truly to serve as a central bank, the Bank of Spain must even- 
tually follow in the path of the Bank of England and put the profit 
motive far to the rear. Then, too, the government has seen in each 
charter renewal an opportunity to unload on the bank increasingly 
large portions of the national debt. There is no demonstration by 
Galvarriato that this has not been at the expense of commercial inter- 
ests at times. The question of proper division of function in a central 
bank between state and industrial interests (from which our own Feder- 
al Reserve banks have not been free), might have been accorded more 
than casual mention. Shall the interest rate be manipulated to permit 
an easy market for government flotations when other conditions indi- 
cate high rates? 
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In general, Spanish bankers do not regard the Bank of Spain as a 
competitor. It pays no interest on deposits, and loans are so surround- 
ed with technical restrictions that the actual cost may be greater than 
at a private bank. However, the present charter includes the proposal 
that the bank limit “its direct operations and extend those which are 
realized through and with the aid of the private banks” (p. 170). As 
this change becomes a reality the Bank of Spain will more nearly ap- 
proximate the proper function of a central bank. 

There is not a single table or chart in the text, and the sixteen dia- 
grams in the Appendix are of no especial significance. An index is 
badly needed, if the vast amount of historical material is to be of real 
value. Sometime, perhaps, with the aid of this history an actual analy- 


sis of the bank’s work will be written. 
STANLEY IRVING POSNER 


THE BROOKINGS INSTITUTION 


The New British Empire. By W. Y. Evtiott. New York: Mc- 
Graw-Hill Book Co., 1932. Pp. xv+519. $5.00. 
In 298 pages of text, Professor Elliott has achieved a tour de force 
in the panoramic display of the interests, problems, and dangers of the 


British Commonwealth and its dependencies. The feat is the more 
remarkable in that the first two chapters, filling sixty-five pages, are, 
from the point of view of political science, more or less a waste. In 
compensation for this extravagance, mention must be made of more 
than two hundred pages of appendixes—a collection of well-selected 
documents that add greatly to the library value of the book. 

Those first two chapters contain enough solid matter to have formed 
an excellent introduction. Unfortunately they are stultified by the au- 
thor’s mystic blazoning of the British coat-of-arms—an exercise in 
ingenious romanticism which leaves us where we began—and by the 
attempt to classify the Commonwealth under the caption of “partner- 
ship.” The craving to find a satisfactorily descriptive label for this 
congeries of nations remains unsatisfied. Professor Elliott’s effort, like 
every other, has to be so obscured by reservations that it adds nothing 
to his exposition. Of course the Commonwealth partakes of the nature 
of partnership as it does of confederation, league, personal union, real 
union; but few things could be more unprofitable than trying to stuff 
the recalcitrant facts into a legal category. If he had to use the cate- 
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gory of partnership, what would have best suited Professor Elliott’s 
purpose was the Roman societas alicujus negotiationis; but though his 
classical equipment is abundant, he seems to have overlooked this. 

Scarcely more felicitous is the analysis of the trinity of the crown. 
Would not “crown dominant” or “eminent,” “crown joint and indi- 
visible,” “crown divisible,” have been nearer his mark than “crown 
subordinate,” “crown confederate,” and “crown co-ordinate’’? 
“Crown subordinate” is a strange mixture, requiring, as the author 
admits, something like a reversal of the ordinary use of the adjective; 
while in “crown confederate” he runs counter to the definition of con- 
federation as received in international law, which left the constituent 
units without common nationality, made their instrument of union a 
treaty, and their relations international. Incidentally, Professor Elliott 
invests our bond of union with a new but apocryphal dignity by 
describing it as the “Common Crown,” both words in capitals and 
usually without inverted commas. 

Once past the unhappy entrée en matiére, the book settles down to an 
amazingly able account not merely of the form (which Professor Elliott 
understands as few British subjects do) but of the flesh, blood, and 
sinews of the Empire and Commonwealth. The whole is studied with 
a scientific detachment which yields only once or twice, under super- 
human temptation, to the opportunity for malicious epigram. There 
is little in the book to arouse British hostility. True, the author quite 
ruthlessly tears aside the screen of humanitarian altruism which some 
imperialists still try to keep intact; but the screen has been rent by too 
many Britons for one of them to complain. He finds, too, more subtle 
calculation than we should have claimed credit for, though scarcely 
more stupid mistakes than we should have admitted. For much the 
most part he is evenhanded, weighing the facts with which he has ren- 
dered himself startlingly familiar and concluding that in the circum- 
stances and humanly speaking we have not done badly. 

The book follows the crown with scholarly precision into the remote 
corners of the earth. Its author shows the same familarity with condi- 
tions in Kenya and on the Gold Coast as in Canada. He is equally at 
home with mandate in Palestine, protectorate in Borneo, dyarchy in 
India. The conspectus is unique in its scope; yet to every province 
which it includes Professor Elliott brings competent knowledge and 
sane judgment. Those who accuse the American genius for research of 
exhausting itself in minute fact-finding must admit here another ex- 
ception, for Professor Elliott’s interpretation of what he sees is quite 
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as remarkable as his encyclopedia of facts. I know of no single work 
so good either as a textbook for advanced students of British institu- 
tions or as a provoker of new thought in their teachers. 
P. E. CorBett 

McGIL_ UNIVERSITY 


Report on Taxation in West Virginia. By Roy G. BLakey. Sub- 
mitted to the Governor of West Virginia, December 27, 1930. 
Charleston: West Virginia, 1930. Pp. xxvii+452. 

Following recommendations of a special tax commission, West Vir- 
ginia, from 1905 to 1908, effected a thoroughgoing reform of her tax sys- 
tem. Basic principles applied were reassessment of property at its “true 
and actual” value, separation of sources for state and local revenues, an- 
nual assessments, centralized supervision under a state tax commission- 
er. Hardly had the new scheme become effective when the adoption of 
state-wide prohibition eliminated an important source of state and local 
revenue, and the adjudication of the Virginia debt controversy imposed 
upon the state treasury a heavy interest-bearing obligation. Exigen- 
cies imposed by the war, by subsequent expansion of state and local 
government services, and by burning of the state capitol, further ac- 
centuated the strain on the fiscal system. The state reverted to general 
property taxation, levying up to twenty mills for its own use. It intro- 
duced the gross sales tax, financed road construction and maintenance 
by means of motor-license and gasoline taxes, and developed supple- 
mentary sources of revenue. But inequalities of tax burden grew, while 
deficiencies of revenue persisted. The legislature failed to give effect 
to recommendations of its special tax commission of 1927. Hence the 
Governor requested Dr. Blakey to prepare a report with recommenda- 
tions for guidance in revising the tax system. The report under review 
resulted. 

Chapter i gives recommendations and a full summary. Basic factual 
data appear chiefly in three chapters (iii, iv, v) and 145 tables in text, 
special and general appendixes. There are also 21 charts, 2 maps, and 
a 7-page double-column Index. Of the remaining nine chapters, one 
shows requirements of a good tax system, three discuss administrative 
remedies through separation of sources of state and local revenue, 
classification of property, and centralized supervision and administra- 
tion, while five chapters consider the chief supplementary taxes, name- 
ly, sales, state income, inheritance and estate, gasoline and motor 
vehicle, special taxation of forests. The method of treatment is to 
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show advantages and disadvantages, practices and results in other 
states, and possible application to West Virginia. Hence the major 
part of the Report is seemingly a treatise on the main aspects of taxa- 
tion with special reference to their application in West Virginia. This 
informative part of the work is clear and cogent. 

The survey (chap. iii) of West Virginia state and local finances and 
the comparisons made with other states justify the conclusion that 
“the average tax burden in West Virginia is not light” but “appears to 
be heavier than in most adjoining states and much heavier than for the 
average citizen of the United States.”’ Increase in state and local ex- 
penditures also “has been much more rapid than the increase in the 
assessed values of property and even more rapid than increases in the 
income of the people. Bond issues, likewise, have increased enormous- 
ly, necessitating ultimately higher taxes for interest and amortization 
of principal.” Evidence supporting these statements appears in tables 
which show that West Virginia’s per capita state-government expendi- 
tures jumped from $2.74 in 1915 to $16.30 in 1927—the former being 
strikingly lower, the latter markedly higher, than corresponding figures 
in any of the five neighboring states. Per capita state bonded debt 
(wholly created after 1915) was, in 1927, $30.62—approximately twice 
that of Maryland, thrice that of Virginia and of Pennsylvania, thirty 
times that of Kentucky. Meanwhile local government expenditures in 


West Virginia had quadrupled, while per capita local bonded debt rose 
from $6.96 in 1910 to $43.42 in 1926. 

Of about $76,000,000 state and local revenue in 1930, the direct tax 
on property yielded 70 per cent (96.34 per cent of local-government 
revenue, state aid omitted, and 11.42 per cent of state-government rev- 
enue, special levies for Virginia debt and capitol building included). 


Of the $70,000,000 State and local taxes, over three-fourths, $53,000,000, 
come from the general property tax, and less than one-fourth, $17,000,000, 
from other taxes If the State Road Fund [derived wholly from auto- 
motive fees and gasoline taxes] were eliminated, we would have a total of 
nearly $10,000,000 of miscellaneous State taxes and over $50,000,000 of local 
taxes, or a grand total of $60,000,000. Of this latter sum nearly nine-tenths 
is raised by taxes on property. 


But data presented, especially in chapters iv and v, show that the 
administration of the general property tax is “very antiquated, ineffi- 
cient and inequitable.” For typical coal properties studied, the per- 
centage of assessed to appraised value ranged: for the real estate, from 
50.3 to 130; for improvements and personal property, from 26.4 to 64.9. 
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The assessed value of typical farms sold in 1929 ranged from 4 to 164 
per cent of sale price. Other parcels of real estate show far wider dis- 
parities. Fifteen counties show assessments as low as 5 per cent of the 
sale price, while 41 counties had assessments as high as two to fifteen 
times the sale price. Therefore Dr. Blakey concludes that “‘the putting 
of the property tax upon a sound and equitable base is the most impor- 
tant task now before the State.” To that end he recommends “a 
thorough reassessment of all property in the State” and “that the tax 
commissioner (or a tax commission) be given ample authority, funds, 
and moral support to maintain adequate supervision over all assess- 
ments and equalization.’”’ After achieving this major need, and “‘when 
the time is opportune,”’ he proposes (1) constitutional amendment pro- 
viding for low rate, or income, taxation of intangibles, and for special 
treatment of growing timber; (2) gradual transformation of the sales 
tax into a modern income tax; (3) increase of inheritance-tax rates upon 
the larger legacies to collateral heirs and strangers, also lowered exemp- 
tions; (4) increase of gasoline tax from four to five cents. 

A recently adopted constitutional amendment provides for much 
broader classification with maximum levy limits. It is doubtful that 
equitable reassessment can be maintained by merely enlarging powers 
of the tax commission. Some other and deeper causes of deterioration 
since 1912 in the soundly conceived West Virginia tax system require 
correction. Such are the resumption of property taxes for state use, the 
vicious principle of subsidy to non-self-supporting local government 
units, wasteful expenditures by both state and local governments and 
consequently excessive burdens of taxation—all seemingly underesti- 


mated in this Report. 
E. H. VIcKERS 


WEsT ViRGINIA UNIVERSITY 


General Sales Taxation. By ALFRED D. BUEHLER. New York: 
Business Bourse, 1932. Pp. xii+378. $5.00. 

Sales Taxes; General, Selective, and Retail. By the National In- 
dustrial Conference Board, Inc. New York. 1932. Pp. ix+79. 
$2.00. 

These two volumes are significant not only as contributions to an 
important discussion but also as symptoms of the extensive interest in 
general sales taxation at the present time. The former is essentially a 
survey of sales taxes in the several states of the United States and the 
various countries in which near-general sales taxes are utilized. In con- 
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trast with the latter, it devotes about two-thirds of the three hundred 
pages of text to factual data respecting general sales taxation. The re- 
mainder is used mainly for a consideration of the economics of gross 
sales taxation. On the other hand, the National Industrial Conference 
Board study deals almost solely with the economic, administrative, and 
legal principles underlying sales taxes, including selective excises, as 
well as the general sales taxes with which Buehler is exclusively con- 
cerned. The work is largely a comprehensive summary of the Board’s 
earlier studies of the subject reported in special state surveys and in the 
1929 volume on Gross Sales or Turnover Taxation, in so far as these 
studies have had to do with principles rather than practices. 
Professor Buehler’s study, easily the more important of the two, is 
irritating, largely because of its form. Many of the sources of dissatis- 
faction are mere details, but they are so numerous that certain samples 
may be indicated: (a) chapters iii and xx (the latter dignified as a 
separate book), each concerning the 1932 proposal for a general manu- 
facturers’ sales tax, have been inserted, seemingly as afterthoughts, in 
widely separated places; (6) after a somewhat detailed survey of gen- 
eral sales taxes in the various American states, France, Germany, and 
Canada, chapter x, which summarizes the situation in several smaller 
countries, is inserted; but the author finds it essential, for no reason 
that is apparent, to add an entirely separate book (III) for considera- 
tion of the experience with the sales tax in other miscellaneous coun- 
tries; (c) the numerous footnotes are relegated to the back of the book 
and are rendered almost useless by the fact that the pages have no indi- 
cation of the chapter numbers, though the footnotes are arranged by 
chapters. (The page numbers are in the middle of the page at the bot- 
tom.) On the other hand, there is a good Bibliography and a satis- 


factory Index. 
James W. MartTIN 
UNIVERSITY OF KENTUCKY 


Full Value Real Estate Assessment as a Prerequisite to State Aid in 
New York. By CuesterR B. Ponp. (“Special Report of the 
State Tax Commission,” No. 3.) Albany: State Tax Commis- 
sion, 1931. Pp. 189. 

After a long discussion of grants-in-aid here and abroad, the author 
concludes that their success in the administration of spending services 
would make them a valuable device for raising local real estate assess- 
ments. The aid received in New York amounts to a fifth of local tax 
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levies, from which the author concludes that the suspension of aid for 
schools and roads to areas with low assessment ratios would arouse pub- 
lic sentiment enough to support a better valuation. 

While this might sometimes occur, it is more probable that school 
standards would be lowered and highways neglected. One of the main 
reasons for the subvention is that localities unassisted are unwilling or 
unable to provide adequate services. Reliance on public opinion is of 
doubtful efficacy. Furthermore, great difficulties would arise where 
tax, school, and highway administration are assigned to different bodies 
whose areas and electorates are not identical. 

The proposed measure would not remedy the radical defects of the 
present assessment methods or the incompetence of the local assessors. 
Were the state able to check local valuations adequately, it would be 
better policy to equalize valuations rather than to suspend subven- 
tions. If outright state assessment is too drastic a change, it might be 
advisable to provide a special grant-in-aid for tax assessment, which 
would be more effective than the weakening of entirely unrelated serv- 
ices. 


Henry J. BITTERMANN 


Ouro STATE UNIVERSITY 
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